Attachment 1

Order, In the Matter of: Union Elementary School District, No. 62, Case Number 2007-
002



BEFORE THE ARIZONA STATE BOARD OF EDUCATION

CASE NO. 2007-002
In the Matter of:

Union Flementary School District, No, 62 .
- .~ ORDER

Respondent.

On June 25, 2007, the Arizona State Board of Education (the “Board”) met {o

consider placement of the Union Elementary School District, No. 62 (“Respondent™) into

. immediate receivership,

The Respondent was present and represented by Justin Greene, Superintendent, and

Elaine Dawson, President, Union Elementary School District Governing Board. The State

was represented by Chad Sampson and Jennifer Pollock, Assistant Attorneys General.

" Christopher Munns, Assistant Attorney General, of the Solicitor General’s Office was

: -present o prowde independent legal advice to the Board.

The Board met to consider the State’s Proposed Fmdmgs of Fact, Conclusions of

3 . Law, and Order. After review of the information presented by the parties, and havmg
* completed full and careful deliberation of the same, the Board makes the following Findings

- ~of Fact, Qonclusions of Law, and Order:



FINDINGS OF FACT

i

To the extent the following Findings of Fact constitute Conclusions of Law,

they are incorporated into the Conclusions of Law.

A. Introduction
1, Arizona public schools receive basic state aid based upon the number of students in

aftendance. A.R.S. § 15-902. The student membership count plus additional funding
support for cerfain groups of sfudénts, such as English language learners and special
education students, form the Base Support Level for each school district. A.R.:S. § 15-943,
A school district’s Base Support Level in addifion to other state fimding it receives
determines a school district’s annual budget limit. ARS. § 15-905.

2, Pursﬁant to AR.S. § 15-905(E), a school district’s governing board is required to
- adopt a budget. The adopted budget consists of several budget categories such as
. Maintenance and Operations, Unrestricted Capital and Soft Capital. A school district’s
. budget may not exceed the budget lmnts as deﬁned in ARS. § 15 947 in any of these
budget categones ARS. § 15—905(E)

.,3‘. A school district must submlt 1ts adopted budget to the County School
| Supenntendent and the Supermtendent of Public Instruction by July 18th of each year. Jd.
The Supermtendent of Public Instructlon'must teview the school district’s adopted budget
~ and notify the school district’s governing board if the adopted budget is in excess of the- _
* statutory limits set for each of the budget categories. Id.

. 14, : On.o,r- before Dedember 15th of each year, a school district’s governing boatd must

o adopt a revised budget conforming to the information provided by the Superintendent of

- ~ Public Tnstruction and submit the revised budget to the County School Superintendent and
- .d;e Superintendent of Public Instruction by December 18th. Id. A school district may
. further revi;*.e its budget to adjust fdr growth in thé student population after the 100" day of
school. AR.S. § 15-948. |



5. School districts that make expenditures in excess of their budget Hmits without
authorization as provided in A.R.S. § 15-007 must reduce their budget limits for the
subsequent fiscal year or, in the case of hardship, over the next two fiscal years following
the over-expenditures. AR.S. § § 15-905(M) and 15-915(A).

6. A school district’s revenue confrol limit is calculated by adding the Base Suppott
Levei funding with the transportation revenue as calculated in AR.S. §15-946. See ARS.

. §15-947.
B. Union Elementary School District, No. 62

7. The District is an .AIizona public schoo! district, funded by public monies and

charged with the responsibility of educating students in grades kindergarten through eight.

3. | The District, acting through its officers and employees, has the fiduciary

responsibility to safeguard the assets of the District to ensure they are used for 2 publié

putpose and in a fiscally prudent manner.

9. | For the past several years, the District exceeded its revenue control limit and budget

' capacity. :

' 10.  In fiscal year 2004-2005, the District had a general budget limit of approximately

$2.212,567.00 and & reverme control limit of $2,001,766.00. In that same year, the District

over expended its Maintenance and Operations budget by approximately $6,998.00,

L | resulting in a 0.32 percent over-expenditure of the District’s general budget limit and 0.35

:’ ,.;;ercent over-expenditure of the District’s revenue control limit. See Exhibits “A” and “B”

‘. .attached.

11.  In fiscal year 2005-2006, the District had a general budget limit of approximately

' $4.550.489.00 and revenue control limit of $4,313,917.00. In that same year, the District
. over-expended its Maintenance and Operations budget by approximately $968,535.00,
. 'resulﬁng. in a 21.28 percent over-expenditure of the District’s general budget limit and a
. 22.45 percent over-‘expendimre of the District’s revenue control limit. See Exhibits “B” and
: “C” attached. |



i2. . The Arizona Department of BEducation has not received the District’s annuél
financial reports for the current 2006-2007 fiscal year. .

13,  In May 2007, the Maricopa County School Superintendent informed the District that
.it had exceeded its budget for the current fiscal year and that the County School
Superintendent would not draw future warrants in excess of that budget.

14, The Arizona Legislature passed and the Govemor signed House Bill 2612 (“H.B.
2612” or “the Budget Correction Law™) on May 31 and June 1, 2007, respecﬁvelj.. This
new law requires the District to corréct its over-expenditures over a five-year period rather
than the two—year penod allowed by A R.S. 8§ 15—§0§(M) and 15-915(A). 2007 Ariz. Sess.
Laws, ch. 238, § 1. In _addmon, the Budget Carrection Law mandates that the Staté Board

| immediately appoint a receiver pursuant to A.R. S. § 15-103 for any school district that uses

 the prows:ons of section 1 regarding budget correction pjfo;:edures. 2007 Ariz. Sess. Laws,

ch. 238, § 2. The Budget Correcuon Law became effective lmmedlately pursuant to an
'-emergency clause. 2007 Atiz, Sess. Laws, ch. 238, § 4. "

15. The District’s total over-expenditure for fiscal years é004-2005 and 2005-2006 is _
°. 'apprommately $975,533.00. See Exhibit “B” attached. |
| 16.  The District is located in ‘Maricopa County, which has a 2006 populatlon estimate of
' 3,768,123.00. See Exhibit “D” attached. |
| 17. The Disf:nct’s 100th day studént count for the 2006-2007 schaol vear was 1345.537.

. See Exhibit “E” attashed

CONCLUSIONS OF LAW
To the extent the following Conclusions of Law constitute Findings of Fact,
) they are incorporated into the Fiﬁdings of Fact.
1. The State Board has the jurisdiction and the authority ‘to place school districts in
receivership pursuant to AR.S. § 15-103 and the Budget Correction Law. A.R.S. § 15-103

and 2007 Ariz. Sess. Laws, ch. 238, § 2.



2. Section 1 of the ‘Budget Cotrection Law states that, notwithstanding the Iimitations
set forth in AR.S. §§ 15-905 and 15-915, a school district that over-expended its budget in
fiscal years 2004-2005 and 2005-2006 is required to correct those over-expenditures, plus
any over-expenditures for fiscal year 2006-2007, over a five-year period beginning in fiscal
: 'ycar 2007-2008 and ending in fiscal year fiscal year 2011-2012. 2007 Ariz. Sess. Laws, ch.
238, § 1.

3. - Section 1 of the Budget Correction Law also states tﬁat a school district shall take

advantage of the five year correction period if: (1) the school district is an elementary school

- district that is located in a county with a population that exceeds one million five hundred

thousand persons; (2) the school district’s student count for the 2006-2007 school year was
more than oué thousand three hundred pupils and less than one thouéand eight hundred
pupils; (3) the total amount of the corrections that would otherwise be requited under ARS..
§ 15-915 for fiscal year 2004-2005 is more than six thousand dollars but less than ten
thousand dollars; and (4) the total amount of the correction that would otherwise be required
under AR.S. § 15-915 for fiscal year 2005-2006 is more than seven hundred thonsand
‘dollars but less than one million one hundred thousand dollars. 2007 Ariz. Sess. Laws, ch.
038, 8 1A ()-(A).
_l 4, Section 2 of the Budget Correction Law states that the State Board shall immediately
appoint a receiver pursuant to AR.S. § 15-103 for any school district that uses the
" provisions in section 1 of the act. 2007 Ariz. Sess. Laws, ch. 238, § 2.
. 5. Iﬁe District falls within the parameters of sectiop 1 of the Budget Correction Law.
Specifically, the District is a kindergarten through eighth grade elementary school district
located in Maricopa County, which has a 2006 estimated population of 3,768,123; the
.Disﬁic't’s 100™ day student count for the 2006-2007 school year was 1345.537; the District’s

" total amount of over-expenditure in fiscal year 2004-2005 was approximately $6,998.00;

. and the District’s total amount of over-expenditure in ﬁ_sdal year 2005-2006 was




approximately $968,535.00. Therefore, the Board shall place the District in immediate

receivership pursuant to 2007 Arizona Session Laws, Chapter 238, Section 2.
ORDER

Based on the foregoing Findings of Fact and Conclusions of Law, it is hereby .

ordered'piacing the Union Elementary School District into immediate receivership and

. naming Simon Consulting, LLC as receiver.

" NOTICE OF APPEALABLE AGENCY ACTION’

You are advised under AR.S. § 41-1 092.03 that this Order constitutes an apfnealable
agency acﬁon subj ecf foa héaring under A R.S. 8§ 41-10"92, et seq. You are entitled o have
a hearing beforé an adﬁiniSfrative law judge or the Board on tﬁe appbintment of a recéiver
und;r Atizona Session Laws, Chapter 238 §§ 1 and 2 by filing a written fcquest for a
' ihe&irhig within thirty (30) days after receipt of this Order. The request for hearing must
identify the party, the party’s addl:ess,.t}ze agency, the action being appealed, and & concise
statement of the reasons for the appeal. Additionally, under A.R.S. §L41-1092.’06., you are

‘ hereby notified that you have the right to request an informal settletnent conference by fiﬁng

such a i'equest with the Board in Wrifing 1o less than twenty .(20) days before the hearing.



'DATED wis 287 day of June, 2007.

Arizona State Board of Education

[

W—"/

Karen Nicodefnus, President

. A copy of the foregoing was mailed via U.S. Mail
this day of June, 2007,

Robert Haws, Atforney

Gust Rosenfeld, PLC

. 201 E. Washington, Suite 800
Phoenix, A7 85004-2327

Jennifer Pollock, Assistant Attorney General
Office of Attorney General

" Education and Health Section

1275 W. Washington

Phoenix, Atizona 85007

Christopher Munns, Assistant Attorney General
Solicitor General’s Office

"+ (General Environmental Enforcement Section

1275 W. Washington
Phoenix, AZ 85007
Attorney for the Water Quality Appeals Board

. By:
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Mericopa County QuickFacts from the US Census Burean

State & Cou QuickFacts

Maricopa County, Arizona

Page 1 of 3

Maricopa
" People QuickFacts Colunty Arizona
Population, 2006 estimafe 3,768,123 6,188,318
Population, percent change, April 1, 2000 to July 1, 2006 26% | 20.2%:

- Population, 2000 © 3,072,149 5,130,632
Persons under 5 years old, percent, 2005 8.2% 7.7%
‘Persons under 18 years old, percent, 2005 27.4% 26.6%

. Persons 65 years old and ‘over, percant, 2005 11.1% 12.8%
Female persons, percent, 2005 _49.7% 49.9%
White persons, percent, 2005 (a) £9.0% 87.4%
Black persons, percent, 2005 (8) 4.3% 3.6%
American Indian and Alaska Native persons, percent, 2095 (a) 2.2% 5:1%

- Asian persons, percent, 2005 (a) . : 27% .  2.2%
Native Hawaiian and Other Pacific islander, percent, 2005 (a) 0.2% - -0.2% -
Persons reporting two or more races, percent, 2005 1.6% 1.5%

- _Persons of Hispanic or Latino origin, percent, 2005 {b) 20.0% 28.5%

- White persons not Hispanle, percent, 2005 81.5% 60.4%
Living in same house in 1995 and 2000, pct 5 yrs old & over 416% 44.3%
Foreigh borty persons, percent, 2000 144% - 12.8% -

"Language other than English spoken at home, pct age 5+, 2000 " 24.14% - 25.9%

- High school graduates, percent of persons age 25+, 2000. 82.5% 81.0%
" Bachelor's degree or higher, pct of persons age 25+, 2000 - 25.8% 23.5%
Persons with a disabiiity, age 5+, 2000 ' 504,992 902,252
Mean fravel time to work (minutes), workers age 16+, 2000 26.1 249
Housing units, 2005 1,481,431 2,544,808
Homeownership rate, 2000 87.5% 68.0%

" Housing units in muld-unit structures, percent 2000 26.6% 22.1%
Median value of owner—occupled housing units, 2000 $129,200  $121,300
Househplds 2000 1,132,886 1,801,327
Parsons per household, 2000 287 . 2.64
Median household income, 2004 : $48,304 $43,696
Par caplta money income, 1998 - §22,251
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Attachment 2

Arizona Revised Statutes § 15-103
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15-103. School districts; financial mismanagement; intervention; definitions

(Rpld. From and after the date of sine die adjournment of the Forty-eighth Legislature, Second Regular
Session)

A. The state board of education shall review allegations of schaool district insolvency and gross
mismanagement. The state board shall give the school district an opportunity to respond to these allegations
at a public meeting. If the state board determines that the school district is insolvent cr has grossly
mismanaged its finances, the state board shall appoint a receiver for that school district.

B. The state board shall find a school district insclvent if it finds one or more of the following:

1. The school district is unable to pay debts as they fall due or in the usual course of business.

2. The salaries of any teachers or other employees have remained unpaid for forty-five days.

3. The tuition due another school district or other state institution remains unpaid on or after January 1 of
the year following the school year it was due and there is no dispute regarding the validity or amount of the
claim.

4. The school district has defauited in payment of its bonds or interest on bonds or in payment of rentals due
any state or federal authority or private business for a period of sixty calendar days and no action has been
initiated within that period of time to make payment,

5. The school district has contracted for any loan not authorized by law,

6. The school district has accumulated and has operated with a deficit equal to five per cent or more of the
school district’s revenue control limit for any fiscal year within the past two fiscal years.

7. The school district's warrants have not been honored for payment by the school district's servicing bank or
by the county treasurer and the warrants have remained unpaid for a period of more than sixty calendar
days.

C. No school district shall be deemed to be insolvent pursuant to subsection B of this section if the
circumstances are the result of the failure of the state to make any payments of monies due the school
district at the time payment is due.

D. The state board of education shall have jurisdiction over all petitions requesting that a school district be
placed in recelvership and a receiver be appointed because of the school district's alleged insolvency or gross
mismanagement. The state board shall have the burden of demonstrating by a preponderance of the -
evidence that the school district is insolvent or is engaged in gross mismanagement.

E. If the state board of education finds that the school district is insolvent or has engaged in gross
mismanagement, the state board shall place the school district in receivership and appoint a receiver
recommended by the state board. The state board shall develop and adopt a list of qualified receivers to be
appointed by the board. ‘

F. On appointment, the receiver shall begin a full review and investigation of the school district's financial
affairs and submit to the state board of education a detailed report listing the findings of that investigation
that shall include a financial improvement plan and budget that details how the school district will eliminate
any continued gross financial mismanagement and achieve financial solvency. The plan shall include a
proposed timeline for achieving financial solvency. The receiver shall submit the report within one hundred
twenty days after the receiver's appointment. The financial improvement plan approved by the state board of
education may authorize the receiver to do any of the following:

1. Override any decisions of the school district's governing board or the school district superintendent, or
both, concerning the management and operation of the school district, and initiate and make decisions
concerning the management and operation of the school district.

2. Attend any and all meetings of the school district's governing board and administrative staff.

3. Supervise the day-to-day activities of the school district's staff, including reassigning the duties and
responsibilities of personnel in a manner that, in the determination of the receiver, best suits the needs of

http://www.azleg.state.az.us/FormatDocument.asp?format=print&inDoc=/ars/15/00103 htm& Title=15&...
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the school district.

4. Place on extended leave, suspend ar terminate for cause the school district's superintendent or chief
financial officer, or both. A person terminated pursuant to this paragraph may appeal the receiver's decision
to the state board of education if an appeal is filed with the state board within thirty days of receiving notice
of the termination.

5. Authorize pupils to transfer from schools operated by the school district to schools operated by another
school district that is not currently in receivership.

6. Appoint a chief educational officer who shall possess the powers and duties of a school district
superintendent. A chief educational officer who is appointed pursuant to this paragraph shall hold a valid
administrative certificate.

7. Appoint a chief fiscal officer who shall possess the powers and duties of the schoot district's chief school
business official and any other duties regarding budgeting, accounting and other financial matters that are
assigned to the school district by law. '

8. Appoint a competent independent public accountant to audit the accounts of the school district.

9. Recrganize the school district’s financial accounts, management and budgetary systems to improve
financial respaonsibility and reduce financial inefficiency within the district,

10. Establish schocl district fiscal guidelines and a system of internal controls, including internal
administrative controls and internal accounting controls, with provisions for internal audits.

11. Cancel or renegotiate any contract, other than contracts of certificated teachers who have been
employed by the school district in the capacity of a certificated teacher for more than one year immediately
before the date the receiver was appointed, to which the governing board or the school district is a party if
the cancellation or renegotiation of the contract will produce needed economies in the operation of the
district's schools. The receiver may refuse to reemploy any certificated teacher who has not been employed
by the school district for more than the major portion of three consecutive school years as provided in
section 15-536.

G. The receiver's power, authority and duties shall be effective on the date of the receiver's appointment by
the state board of education. The receiver shall perform the receiver's duties according to the instructions of
the state board of education order and according to law. The receiver shall promptly report any violations of
law, including a violation of the uniform system of financial records, to the state board of education.

H. On review and approval of the state board of education, the receiver shall take all necessary steps to
implement the financial improvement plan and budget utilizing those powers identified in the plan as
prescribed in subsection F of this section.

I. The salary and benefits of the receiver and any officers or employees appointed by the receiver shall be
paid by the school district. The state board of education shall determine the salary for the receiver and any
officers or employees appointed by the receiver based on amounts recommended by the state board.

J. The state board of education shall remove the school district from receivership and dismiss the receiver
and dismiss any officer or employee appointed by the receiver thirty days after all of the following have
occurred:

1. The auditor general certifies that the school district has been financially solvent for one fiscal year.

2. The auditor general certifies that the schoel district's financial records are in compliance with the uniform
system of financial records and generally accepted accounting principles.

3. The receiver certifies that the schoo! district is no longer engaged in gross mismanagement.

4. The state board of education has determined that the school district is able to pay its debts as those debts
become due.

K. The receiver shall submit a quarterly progress report to the state board of education. The first progress
report is due on the three month anniversary of the receiver's appointment by the state board.

L. The state board of education shall formally review the receiver's progress every six months. If, based on
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the quarterly progress reports, the state board determines that the receiver's progress is insufficient, the
state board may remove the current receiver and appeint another receiver for the school district.

M. The state board of education may dismiss the receiver for cause or on a majocrity vote of no confidence in
the receiver of the state board.

N. The school district shall indemnify the receiver and any officer or employee appointed by the receiver who
is made or threatened to be made a party to any litigation by reason of their status under this section if the
receiver, officer or employee acted in good faith and in a manner that the receiver, officer or employee
reasonably believed to be consistent with the best interest of the school district and if the receiver, officer or
employee had no reascnable cause tc believe that the conduct was unlawful.

0. During the period of time that the school district is in receivership, no member, officer, employee or agent
of the school district may enter into any contract or incur any liability on behalf of the schoo] district for any
purpose if the amount of the contract or liability exceeds the receiver's authorized financial plan and budget
for the school district. The receiver may discipline, including, if warranted, imposing a suspension from duty
without pay, removal from coffice or termination of any school district employee or officer who violates this
subsection.

P. This section does not create a private cause of action against the school district or its officers, directors,
board members or employees.

Q. The assumption of control of the school district by the receiver shall in no way interfere with the election
or reelection of school district governing board members.

R. This section shall not interfere with a school district's ability to declare bankruptcy under federal law.

5. The state board of education shall continue to monitor and offer technical assistance to a school district
for two years after its removal from receivership.

T. For the purposes of this section:

1. "Delinquent debt” means debts or [iability unpaid by the school district for a period of more than sixty
days from the time of notice.

2. "Gross mismanagement"” means that the schoel district's officers or employees committed or engaged in
gross incempetence or systemic and egregious mismanagement of the school district's finances or financial
records.

3. "Notice" means written notice personally served or delivered by certified mail, return receipt requested.
4. "Receiver” means an Individual appointed by the state board of education from the persoens recommended
by the state beard for the purpose of managing a school district placed in receivership by the state board of
education.

5. "Receivership" means the state or condition of being under the control of the receiver appointed by the
state board of education.

6. "Suberi ntendent” means the chief executive officer of the school district.
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STATE OF ARIZONA

DEBRA K. DAVENPORT, CPA OFFICE OF THE DEQLLIAM THOMSON
AUDITOR GENERAL UTY AUDITOR GENERAL
AUDITOR GENERAL

August 10, 2007

Members of the Arizona Legislature
The Honorable Janet Napolitano, Governor

Mr. Peter S. Davis, Receiver
Simon Consutting, LLC

‘Governing Board
~ Union Elementary School District

Transmitted herewith is a report of the Auditor General, A Performance Audit of the Union
Elementary School District conducted pursuant to A.R.S. §41-1279.03. | am also transmitting
with this report a copy of the Report Highlights for this audit to provide a quick summary for
your convenience.

As outlined in its response, the District agreeé with all of the findings and recommendations.
My staff and | will be pleased to discuss or clarify items in the report.
This report will be released to the public on August 13, 2007.

Sincerely,

Debbie Davenport

Auditor General

2910 NORTH 44TH STREET » SUITE 410 = PHOENIX, ARIZONA 85018 « (602) 553-0333 »« FAX (602) 553-0051



SUMMARY

The Office of the Auditor General has conducted a performance audit of the Union
Elementary School District pursuant to Arizona Revised Statutes §41-1279.03(A}9).
This performance audit examines six aspects of the District's operations:
administration, student ftransportation, plant operation and maintenance,
expenditures of sales taxes received under Proposition 301, the accuracy of district
records used to calculate the percentage of dollars spent in the classroom, and the
District's English Language Learner (ELL) program.

Administration (see pages 7 through 11)

In fiscal year 2006, the District's $671 per-pupil administration costs were 21 percent
lower than the $847 per-pupil average of simitarly sized districts largely because it
employed fewer administrative positions. However, district officials did not control
costs, overspending the Maintenance and Operation (M&QO) Fund budget in fiscal
years 2005 through 2007, including estimated overspending of approximately $1.2
million in fiscal year 2007. In May 2007, the District was unable to pay its employees,
and subsequent emergency legislation required that the District be placed into
receivership. While districts are typically given 2 years to recover overspending
through reduced budget fimits, the legisiation putting the District into receivership
also gives it 5 years to recover the amounts it overspent. In addition, the District did
" not always follow required procurement rules. For example, over the course of 2 fiscal -
years, the District used the services of four special needs transportation vendors
without proper procurement and wriiten contracts. During fiscal years 2006 and
2007, the District paid these vendors a combined total of more than $497,000.

Student transportation (see pages 13 through 19)

In fiscal year 2006, the District spent 41 percent more per pupil on student
transportation, and its cost per mile was more than three times the average for
similar-sized districts. As a result, the District subsidized its transportation program

Ofiice of the Auditor General
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“with $434,000 that potentially could otherwise have been spent in the classroom.
While it previously contracted for transportation services, in fiscal year 2007, the
District began operating the program in-house. This lowered its per-pupit costs by
about 15 percent; however, the District continued 1o subsidize the program by more
than $482,000. Outsourced special needs transportation was the largest component
of the District’s fiscal year 2007 transportation costs. The District paid two vendors
more than $257,000 to transport its special needs students to programs outside of
the Disifict despite not having written contracts with either vendor. Without written
contracts, the District could not ensure that vendor billings were appropriate, and it
also could not ensure that the vendar met the State's minimum safety standards and
that the District was properly protected from liability.. The District's current high
transportation costs, together with overspending its M&O budget, hrghhght the need

. for monrtonng s, transportatlon program, . rncludlng developing and. monitoring

per] 10t sures.... The . District, also slement required bus

-preventrve maintenance and. random drug and alcohol testlng for its drivers.

Plant operatron and marntenance (see pages 21 through
26)

‘In fiscal year 2006, the District spent 41 percent more per square foot on plant
operation and maintenance costs than comparable districts. The District's plant
operation costs accounted for 13.4 percent of its fotal current expendrtures which is
sllghtly higher than the cornparrson drstrrcts average and over 2 percent higher than
the” state-wrde average "Even though the District: ernployed fewer plant-related
positions than the comparable districts, it had high vertime costs, which inflated its
salary and benefit costs. Further, the District had high water and energy costs and
lacked conservation plans to help control these costs. Telephone costs were aiso
high, largely because the District uses five T-1 lines to handle its phone and data
needs, while comparable districts used only one or two lines. In fiscal year 2007, the
District's per-square-foot plant costs lncreased by approximately 6 percent largety
due to hiring additional statf ‘

Proposition 301 monies (see pages 27 through 30)

In November 2000, voters passed Proposition 301, which increased the state-wide
sales tax to provide additional resources for education purposes. The District's plan
for spending its Proposition 301 monies was incompiete in that it did not describe
how base pay and menu option monies were to be allocated. However, the District
spent its fiscal year 2006 Proposition 301 monies for purposes authorized under
statute. On average, each teacher and librarian received base pay increases of $939
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and performance pay of $1,532. Menu option monies paid to eligible employees who
participated in AIMS intervention activities averaged $1,194 each.

Classroom dollars (see pages 31 through 34)

Statute requires the Auditor General to determine the percentage of every dollar
Arizona school districts spend in the classroom. Therefore, auditors reviewed the
District’s recording of classroom and other expenditures to determine their accuracy.
After correction for classification errors, the District’s fiscal year 2006 classroom doliar
percentage increased from 50.1 percent to 50.3 percent, which is eight points below
the state average of 58.3 percent for the same fiscal year.

In addition, the Disirict spent $6,256 per pupil, which was $916 lower than the
comparable districts averaged and almost $600 lower than the state average of
$6,833. The District spent fewer operating dollars than the comparable districts
because it received less federal and state program monies and transportation
revenues per pupil. Also, the District spent comparatively more per pupil on food
service because it had a high percentage (68 percent) of students who were eligible
for free or reduced price lunches, and it served more meals than the comparable
districts. However, the District spent less on student support services and instruction
support services than the state averages.

English Language Learner programs, costs, and funding
(see pages 35 through 39)

English Language Learners are students whose native language is not English and
who are not currently able to perform ordinary classroom work in English. During
fiscal year 2006, the District's ELL program served 253 students and primarily
consisted of language instructional software and bilingual instructional aides to assist
students during language arts classes. in fiscal year 2007, the District served 401 ELL
students at a cost of approximately $128,900, and it received $132,000 in funding to
serve its ELL students, including additional state aid known as ELL B-weight monies,
and federal Title Il monies. Statute requires the ELL Task Force to adopt models for
districts to provide 4 hours of English language acquisition for first-year ELL students.
Currently, the District's fiscal year 2007 ELL program provided only 45 minutes of
language acquisition futoring for students at the lowest levels of English proficiency.
Students who were more proficient were placed in mainstream classes and were
assisted by bilingual instructional aides during language arts classes.

Cffice of the Auditor General
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INTRODUCTION
& BACKGROUND

The Office of the Auditor General has conducted a performance audit of the Union
_ Elementary School District pursuant to A.R.S. §41-1279.03.A.9. This performance
audit examines six aspects of the District's operations: administration, student
transportation, plant operation and maintenance, expenditures of sales taxes
received under Proposition 301, the accuracy of district records used to calculate the

perceniage of dollars spent in the classroom, and the District's English Language
Learner program.

The Union Elementary School District, located in southwest Phoenix,
served 1,062 students in pre-kindergarten through eighth grade in
fiscal year 2006. During that fiscal year, the District had two schools,
one elementary school serving students in pre-kindergarten through
fourth grade, and one middle school serving students in fifth through
eighth grade.

A 3-member board govems the District, and a supefintendent and a
business manager manage it. In fiscal year 2008, the District employed
2 principals, and 1 planning principal for a third school that is
scheduled to open in August 2007. In addition, the District had
approximately 49 certified teachers, 5 instructional aides, and 32 other
employees, such as administrative staff, bus drivers, food service
workers, and custodians.

District programs and challenges-

The District offers a wide range of instructional and exiracurricular programs (see text

box), such as aifter-school tutoring, clubs, advanced and gifted courses, and
technology-based learning.

For the 2005-2006 school year, the elementary school was labeled as “performing”
and the middle school was labeled as “failing to meet academic standards” through
the Arizona LEARNS program. Additionally, the elementary school met "Adequate

Yearly Progress” for the federal No Child Left Behind Act, while the middle school did
not.

Office of the Auditor General
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The District is located in what has been a high population growth area. As shown in
Figure 1, the number of students attending the District’s schools increased from
approximately 84 students in fiscal year 2002 to 1,062 in fiscal year 20086, an increase
of almost 1,200 percent. In fiscal year 2007, the District grew by more than 25 percent
to more than 1,340 studenis. To serve the increasing number of students, the District
opened its second school in August 2005 and is currently building a third schoal,
which is scheduled to open in August 2007. Further, the District is currently planning
to build a fourth school, which it plans to open in 2009.

/Figure 1: District Growth in Atiending Students \
Fiscal Years 2002 through 2007
{Unaudited)
1600 -
o, 1341
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\Snurce: Auditor General staff analysis of average daily membership information obtained from the Arizona Department of
Educafion. j

" The high growth rate has led to challenges for the District:

o Keeping expenditures within allowable limits. During fiscal years 2005 and 2006,
the District spent more monies than aflowed by state law. In fiscal year 2006, the
year audited, the District overspent its Maintenance and Operation Fund (M&0O)
budget, which totaled $4,550,489, by almost $269,000. These monies are used

.10 pay for the District's day-io-day operating costs. In addition, the District’s
fiscal year 2006 expenditures exceeded its revenues by aimost $165,000.
During fiscal year 2005, the District also overspent its M&0O budget, but by a
much smaller amount—approximately $7,000. Because of its fiscal year 2007
overspending, the District was unable to pay its employees in late May 2007,
and the Legislature authorized a receiver 1o be appointed in June 2007. The
State Board of Education appoinied the receiver who is to provide the Board
with a full review and investigation of the District's financial affairs. The receiver

State of Arizona
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is also to provide a financial improvement plan and a
budget that details how the District will eliminate any
financial mismanagement and achieve solvency. The
adjacent text box lists some of the key statutory powers
and duties a receiver has. Chapter one provides further
information about the District's overspending.

Further, district officials cite the following challenges:

e Obtaining enough teachers. To maintain reasonable
class sizes, which it defined as 27 students per teacher,
the District employed approximately 60 substitute
teachers, including 24 long-term substitutes, in fiscal
year 2006. This was less of an issue in fiscal year 2007,
when the District employed 15 substitute teachers, none
of whom were long-term.

e Meeting growing physical plant needs. Another challenge
the District identified is capital needs, such as furniture, playground equipment,
and constructing new buildings on existing campuses, as bonds are its only
funding source to meet these needs.

s Meeting students’ various needs. In addition to the effects of rapid growth, the
District is located in an area where, based on Census Bureau data, 44 percent
of the population five at or below federal poverty guidelines. According fo the
District, this has resulted in increased costs related to student healthcare, social
services, and special educational needs.

Scope and methodology

Based in part on their effect on classroom dollars, as reported in the Auditor
General's annual reports, Arizona Public School Districts’ Dollars Spent in the
Classroom (Classroomn Dolfars report), this audit focused on three operational areas:
administration, student transportation, and plant operation and maintenance. Further,
because of the underlying law initiating these performance audits, auditors also
reviewed the District's use of Proposition 301 sales tax monies and how accurately it
accounted for dollars spent in the classroom. In addition, because of requirements
of ARS. §15-756.02, auditors reviewed the District's English Language Leamers
(ELL) program to review its compliance with program and accounting requirements.

In conducting this audit, auditors used a variety of methods, including examining
various records, such as available fiscal year 2006 summary accounting data for all
districts and the Union Elementary School District’s fiscal years 2006 and 2007

1 The School Fadiities Board does not provide additicnal funding to districts whose square footage mests the state

minimurn standards based on number of students.

Cffice of the Auditor General
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" detailed accounting data, contracts, and other district documents; reviewing district

policies, procedures, and related internal contrals; reviewing applicable statutes; and
interviewing district administrators and staff. Additionally:

e To assess the District's adminisirative costs’ accuracy, auditors evaluated
internal controls related to expenditure processing and tested the accuracy of
fiscal year 2006 expenditures. Auditors also reviewed personnel files and
interviewed district and school administrators about their duties, salaries, and
related costs, and compared these to similar districts’.

e To assess whether the District's transportation program was managed
appropriately and functioned efficiently, auditors reviewed and evaluated
required transportation reports, driver files, bus maintenance and safety records,
and bus routing. Auditors also reviewed fiscal year 2006 transportation costs
and compared them to similar districts’.

e To assess whether the District's plant operation and maintenance function was
managed appropriately and functioned efficiently, auditors reviewed and
evaluated fiscal year 2006 plant operation and maintenance costs and district
building space, and compared these costs and capacities to similar districts’.

e To assess whether the District was in compliance with Proposition 301’s
Classroom Site Fund requirements, auditors reviewed fiscal year 2006
expenditures to determine whether they were appropriate, properly accounted
for and remained within staiutory limits. Auditors also reviewed the District's
performance pay plan and analyzed how performance pay was being
distributed.

e To assess the accuracy of the District's classroom dollars and other
expenditures, auditors reviewed accounting records to determine whether costs
were properly recorded.

e To assess the District's compliance with ELL program and accounting
requirements, auditors reviewed and evaluated the District’s testing records for
students who had a primary home language other than English, interviewed
district personnet about the District's ELL programs, and reviewed and
evaluated the District's ELL-related revenues and costs.

e Because district operations changed significantly between fiscal years 2006 and
2007, auditors expanded the analysis of cost data to include fiscal year 2007. Al
the time the audit was conducted, fiscal year 2007 was not complete. Auditors
used actual costs from the District's preliminary accounting records through July
2007. However, fiscal year 2007 cosis were not similarly developed for the
comparison districts as their records were not examined and any estimates
would have been more susceptible to error.

State of Arizona
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The audit was conducted in accordance with government auditing standards.
Following are the main conclusions related to the audit objectives:

e Administration—The District’s fiscal year 2006 per-pupil administration costs of
$671 were 21 percent lower than the comparable districts’ average of $347
because it had fewer administrative staff. However, the District's administration
overspent the Maintenance and Operation Fund budget, and in June 2007, the
Legistature ordered the District placed in receivership. To achieve solvency,
district officials need to take steps to control costs in all areas, including
administration.

e Student transportation—The District’s transportation costs for fiscal years 2008
and 2007 are substantially above the amount the District receives from the State
10 operate the program. The District's small size (approximately 6 square miles)
means that state reimbursement, which is made on a per-mile basis, will likely
continue to be much lower than costs. The District needs to carefully evaluate
spending, but it currently has no petformance measures for doing so. The
District also needs to develop a documented preventive maintenance plan for
its buses, conduct random drug and alcohol testing for its bus drivers as
required by state standards, and take other steps to ensure billings for service
are correct.

e Plant operation and maintenance—The District's fiscal year 2006 per-square-
foot plant cost of $6.95 was 41 percent higher than the comparable disfricts
averaged. Plant costs were high in all cost categories, but appear high primarily
because of the District’s failure to control plant employees’ overtime hours and
lack of energy and water conservation plans. Start-up costs, such as electvicity
and telephone service deposits associated with the District's second school,
also contributed to high plant costs. Fiscal year 2007 costs increased by $0.43
per square foot, mostly due to the addition of three full-time equivalent postions
and continued failure to control overtime costs and energy and waier usage.

e Proposition 301 monies—The District did not have a comprehensive board-
approved plan for spending Classroom Site Fund monies during fiscal year
2006, but its expenditures were for purposes authorized under statute, and it
maintained appropriate documentation to support the expenditures.

¢ Classroom dollars—The District's classroom dollar percentage for fiscal year
2006 was 50.3 percent, which is 8 percentage points below the state average of

58.3 percent. This low percentage heightens the importance of carefully
examining costs in all noninstructional areas.

e ELL—The District’s fiscal year 2007 Structured English Immersion (SEl) program
consisted of 45-minute language tutoring sessions. By statute, the ELL Task

Office of the Auditor General
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Force models will require 4 hours of daily English language acquisition
instruction for first-year ELL students. During fiscal year 2007, the District
received approximately $132,000 in state and federal monies to fund its
programs, and it spent almost $129,000, primarily on salaries and benefits for
three bilingual instructional aides.

The Auditor General and her staff express their appreciation to the Union Elementary
School District's board members, superintendent, and staff for their cooperation and
assistance throughout the audit.

State of Arizona
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CHAPTER 1

Administration
Uhion Elementary School District's fiscal year 2006 and 2007 'n'Strat'VG OSt " i
administrative costs were lower than those for other districts the folfowing items and activitie

of similar size, largely because of a lower administrative
staffing level. However, spending in other areas was not well
controlled, and district officials overspent the Maintenance
and Operation Fund budget in 3 successive years. In June
2007, the Legislature directed that the District be placed in
receivership. For the District to return to solvency, district
officials will need to take steps to confrol costs in all
noninstructional areas, including administration. An important
step in controlling costs will be to follow sound procurement
praciices.

What are administrafive costs?

Administrafive costs are those associated with directing and
managing a school district’s responsibilities at both the
school and district level. At the school level, administrative
costs are primarily associated with the principal's office. Atthe
district level, administrative costs are primarity associated with
the governing board, superintendent’s office, business office,
and central support senvices, suich as planning, research, data processing, etc. For
purposes of this report, only current administrative costs, such as salaries, benefits,
supplies, and purchased semnvices, were considered.!

1 Current expenditures are thoge incurred for the District's day-to-ciay operation. They exclude costs associated with

repaying debt, capital outlay (such as purchasing jand, buildings, and equipment), and programs such as adult
education and community service that are outside the scope of prescheal through grade 12 education.

Cffice of the Auditor General
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Administrative costs per pupil were lower than
comparable districts’

Using average daily membership counts and number of schools information
obtained from the Arizona Depariment of Education, auditors selected districts that
had a similar number of students and schools as Union Elementary Schoo! District.
As noted in the Auditor General’'s November 2002 special study, Factors Affecting
School Districts’ Administrative Costs, district type does not appear to be a significant
factor influencing per-pupil administraiive costs, and therefore district type was not a
primary factor in selecting comparable districts. The following tables use fiscal year
2006 cost information for the comparable districts because it is the most recent year
for which all comparable districts’ cost data was available. However, due to
significant changes in the District's operations, both fiscal years 2006 and 2007 cost
data was analyzed for Union ESD.

As shown in Table 1, in fiscal year 2008, the District spent $671 per pupil on
administrative costs, which is 21 percent lower than the $847 per pupil averaged by
comparable districts. However, medium-sized districts such as Union and the
comparable districts, with student populations between 600 and 4,999, tend to have
higher administration costs than larger districts because they cannot gain the
economies of scale available to larger districts. On average, medium-sized districts
state-wide spent $873 per pupil on administration costs, while large districts with
5,000 to 19,999 students had average administration costs of only $592 per pupil.

State of Arizona
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The District employed fewer administrative positions than the
comparable districts—aAdministrative salary and benefit costs were $236 per
pupil lower than the comparable districts’ average because the District employed
fewer administrative positions. As

shown in Table 2, the Disirict
employed nine fuli-ime equivalent
(FTE) administrative positions,
which were five fewer than the
comparable districts’ average in

fiscal year 2006.

~ In fiscal year 2006, the District was
still adjusting to the effects of

growth and employed a small
district-leve! administrative staff
consisting of the superintendent,
business manager, an office
manager, a 0.75 FTE technology
coordinator, and approximately 3.5

clerical FTEs. At the school level,
the District employed 2 principal
FTEs. During the first part of the
year, the District's supetintendent
also served as a part-time principal
for the middle schoal, which serves
grades five through eight. In
addition, the District did not employ
any assistant principals, while the

comparable districts averaged 1.3

assistant principals. Further, the District employed fewer clerical and compuier-
related positions.

Failure to control costs leads to overspending—~Although administrative
costs were reasonable, with high costs in many other areas, district officials
overspent the Maintenance and Operation (M&QO) Fund budgets
in fiscal years 2005, 2006, and 2007. In late May 2007, the
District reached a point where it could not pay its employees.
Subsequently, the Legislature passed emergency legislation
requiring that the District be immediately placed in receivership.
To return the Disirict to solvency, officials need to take steps to

_control costs in all areas, including administration.

As cther chapters in this report show, in fiscal year 2006, the District had high costs
in several noninstructional areas. For example, the District spent about 40 percent

Cffice of the Auditor General
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more than the comparable districts averaged in each of the following areas:
student transportation, plant operation and maintenance, and food service.

Although final results were not yet available, district officials continued
overspending in fiscal year 2007. Overall, as Table 3 shows, the District's M&O
Fund expenditures are estimated to

exceed budgeted amounts by
approximately $1.2 million in fiscal
year 2007. For example, as shown in
Table 3, while the District is estimated
to spend about $947,000 on plant

operation and maintenance costs for
fiscal year 2007, it had budgeted only

about $562,000 in this area.

The District’'s inability to keep
expenditures within its budget limits
emphasizes the need for it {0 take
stringent measures to control costs in
all areas. When a district overspends
its budget, the Arizona Department of
Education is required to reduce its
budget limits for the next 2 fiscal years
to recover the overspending.

The legislation requiring that a receiver be appointed also gives the District 5 fiscal
years rather than 2 to reduce its spending by the amounts it has overspent. Even
with the extended repayment period, the required repayments decrease the
District's available budget limits and increase the probability of overspending
future budgets if significant changes are not made to the way that district officials
control costs.

Further adding to its inability to remain within statutory budget limits, the District
was also found to be out of compliance with requirements of the USFR, including
failure to follow required procurement rules, errors in student attendance reporting,
and errors in accounting for payroll, student activities, and other expenditures. As
a result of the continued noncompliance with the USFR, the State Board of
Education began withholding 5 percent of the District’s budget in March 2007 and
will continue to do so until the deficiencies are corrected. The District will receive
these withheld monies when the deficiencies have been corrected.

improved procurement practices needed 1o help control costs—The

District has not always ensured that it obtained the best prices for the goods and
services it procured. Competitive procurement procedures are required to provide
assurance that public entities are getting goods and services for the best possible

State of Arizona
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. purchasing goods and services.

prices. In 9 of the 19 procurements reviewed, auditors found that the District did
not follow required procurement rules detailed in the Uniform System of Financial
Records (USFR) for schoal districts. Specifically:

e Infiscal year 2006, the District used two special needs transportation vendors,
paying them a total of $240,557. However, the District did not procure these
services through the required request for proposal {RFP) process and did not
establish written contracts for their services.

e In fiscal year 2007, the District used two new special needs transportation
vendors, paying them more than $257,000 during the fiscal year. However, as
with the fiscal year 2006 vendors, the District did not go through the
procurement process and did not require written contracts. In April 2007, 8
months after it began using these vendors' services, the District issued an
RFP and awarded a contract to one of the two vendors for the remainder of
fiscal year 2007 and fiscal year 2008. Chapter 2 provides more information on
the special needs transportation vendors and their effects on the District’s
transportation costs.

e The District fajled to document the reasons for choosing its fiscal year 2006
regular education transportation vendor rather than the vendor that submitted
the lowest bid. Specifically, the awarded vendor’s bid for one bus for 1 day
ranged from $221 to $238 over a 5-year period, while the other vendor's rate
remained at $220 per bus per day for the 5-year period. The District paid the
successful transportation vendor more than $3186,000.

o In four instances in which the District made purchases through purchasing
cooperatives or contracts of other school districts, it failed to conduct required
due-diligence activities. Due-diligence activities, which include reviewing the
procurement documentation from the cooperative or other school district that
awarded the contract, are to ensure that the process conformed to the USFR
purchasing rules that the District is required to follow.

Competitive procurement procedures provide assurance that public entities are
getting the needed goods and services for the best possible prices.

Recommendations

— -

1. The District's administration should take any necessary steps to control costs in
all noninstructional areas, including administration, to avoid overspending its
M&QO Fund budget.

2. The District should ensure that it follows competitive purchasing rules when

Office of the Auditor General
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CHAPTER 2

Student transportation

The District subsidized its student fransportation program by approximately $434,000
in fiscal year 2006 and $482,000 in fiscal year 2007. In fiscal year 2006, the District
contracted the majority of its fransportation program. While costs were 41 percent

higher than the comparable districts’, the vendor's quality of service was
poor. For fiscal year 2007, the District moved most of its transportation
program in-house, reducing costs somewhat. However, its compact size
(approximately 6 square miles) makes it unlikely that state reimbursement,

which is given on a per-mile basis, will be sufficient to match the current -

level of expenditures. Consequently, the District needs to closely evaluate
program operations for efficiency and economy. The District has not
established performance measures or cost analyses that would help with
this effort. The District also needs 1o take other steps to strengthen the
program, including establishing better controls over spending for special
needs transportation and adhering to state standards for a documented
preventive maintenance program and for random drug and alcohol testing
for drivers.

Background

in fiscal year 2006, the District operated its student transportation program
primarily through a transportation vendor it had been using since fiscal year

2003. At that time, the District used the vendor to provide only a few routes, but due
to rapid growth in the student population, the vendor was providing eight routes by
fiscal year 2006. In addition, the District used its own employees and six buses to
provide an additional four routes. The District also paid two vendors to provide
special needs transportation services. Using monies from a voter-approved bond
initiative, the District purchased six additional buses and in fiscal year 2007 began
operating its own transportation program. While the District provides some special
needs transportation, it also pays two new vendors to transport special needs

students served by programs outside of the District.

Transportation Facts for
Fiscal Year 2006

Riders* n/a
Bus drlvers 6
Regular routes 12
Speciai-needs routes 23
Average daily route miles 487
Total route miles 87,724

Total noncapital
expenditures $673,997

*Not available because the District's
records were insufficient to validate
its reported number of riders.

Office of the Auditor General
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Student transportation costs were 41 percent higher than

comparable districts’

In fiscal year 2006, the District spent 10.2 percent of its current dollars on student
transportation, 3.9 percentage points higher than the comparable districts averaged.
As Table 4 shows, the District's $635 per-student cost was 41 percent higher than the

F Vl.

/Té’b{é 40 Student Transported, Rout

08

e Mileage, and Costs

comparable  districts’
average of $451. On a
per-mile  basis, the
difference between the
District's cosis and the
costs in comparable
districts was even
starker—$7.68 per mile
versus an average of
$2.50 per mile for the
comparable districts.
This higher cost
primarily related to the.
cost of vendor-provided
transportation services.
Because of these higher
expenditures, the District
subsidized its
transportation program
with about $434,000 that
could have potentially

been spent in the classroom. In fiscal year 2006, the District received state
iransportation aid totaling approximately $240,000, but spent almost $674,000 to

operate the program.

Fiscal year 2006 vendor-provided services were high cost and poor
quality—Although the District's per-pupil transportation costs were significantly
higher than the comparable districts’ average, the service it received from its
vendor was often poor. In fiscal years 2004 and 2005, when the vendor provided
fewer routes, the District was satisfied with its services. However, in fiscal year
2006, with the increased number of routes, the District experienced numerous
problems with the vendor. According to the District, vendor buses often arrived late
for scheduled routes, and on several occasions, never arrived at all. In these
instances, the District would use its own buses and drivers o pick up the students,
which resulted in students arriving late to school or home.

State of Arizona
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Fiscal year 2007 costs decreased, but were still high—To operate its
own transportation service, the District purchased six more buses, added six more
bus drivers, and hired a fransportation manager to oversee the program. These
changes decreased per-pupil costs to $537, about 15 percent lower than fiscal
year 2006 costs. Despite the lower per-pupil costs, the District was stilt spending
about $720,000 in transportation operating costs, about three times more than the
$237,700 in state transportation aid.

Compact size requires efficient operations—it may be uniikely the District
can generate enough iransportation revenue to cover the related operating costs.
The state transportation funding formula is largely based on route miles driven, and
the District's compact geographic size results in fewer route miles. Specifically, the
District covers approximately 6 square miles, while the comparable districts’
averaged 432 square miles and ranged from 94 to 1000 square miles. As a result,
the District drives fewer miles and receives less transportation funding than
districts that serve a similar number of students. The comparable districts reported
driving 70,419 more miles on average than the District in fiscal year 2006, as
shown in Table 4, and they received an average of $310,000 more in transportation
funding. Because of its compact size, the District must manage its transportation
operations efficiently to minimize its ransportation subsidy.

Outsourced special - needs transportation was the largest
component of fiscal year 2007 COsts—As shown in Table 5 (see page
16), when analyzed by category, purchased services was the largest component
of fiscal year 2007 transportation costs. These purchased service costs are
primarily associated with the District's two special needs transportation vendors.
During fiscal year 2007, the District tacked sufficient equipment and personnel to
provide all special needs transportation, so it used the two vendors to transport
approximately 30 special needs students, all of whom were transported to
programs outside of the District, which increases costs. But other management
factors also increased the District's special needs transportation costs.
Specifically:

e District officials did not properly procure the services of its 2 fiscal year 2007
special needs transportation vendors. According to the District, the parents of
some special needs students were not happy with the prior year's
transportation vendors. Therefore, the parenis of one special needs student
formed a special needs transportation company to provide services for the
District. In addition, a former substitute teacher, employed by the District in
fiscal year 2006, formed a second special needs transportation company 10
serve the District. The District began using these new special needs
transportation vendars without going through the procurement process. As a
result, the District did not ensure that it was obiaining special needs
transportation services at the best possible prices. Further, one of these two
vendors is not in good standing with the Arizona Corporation Comrmission.
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) Costs by Gategory -+ -

District officials did not have written contracts with either of these two
companies. Without a written contract, district officials put the District at
financial risk. They had no basis for determining if vendor billings were
appropriate prior to payment. Vendor invoices did not provide enough
information for the District to assess whether the billings were even reasonable
or based on services actually provided as the invoices simply consisted of the
names of the students, the billing period, and amounts for each. During fiscal
year 2007, the District paid these two vendors approximately $257,400.

Without written contracts, district officials were also not adequately ensuring
that its students would be transported by drivers who follow proper safety
standards and have been adequately trained and in equipment meeting state
and federal safety requirements.

o Drivers—To protect student safety, the Arizona Department of Public
Safety’s Minimum Requirements for School Buses and School Bus Drivers
(Minimum Standards) requires that school bus drivers possess a
commercial driver's license, pass a fingerprint background check, be
annually and randomly tested for drug and alcohol use, pass annual
medical examinations, and participate in driving trainings, as well as CPR
and first aid trainings. However, the District did not require the vendors to
provide proof that their drivers had met these safety requirements.

o Vans—The two vendors fransported students using vans with capacities
ranging from 7 to 15 passengers. Because these vans do not meet the
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Minimum Standard's definition of a schoot bus, they are not required to
receive annual safety inspections from the Department of Public Safety
and meet safety requirements. While the State does not regulate these
vans, federal safety standards impose on manufacturers and dealers a
number of requirements for 11- to 16-passenger vans that will be used
for transporting students. However, the District did not maintain records
showing whether the vendors’ vans met appropriate federal and state
safety requirements.

Further, transportation vendor contracts typically spell out driver safety and
training and vehicle requirements, as well as vendor ligbility insurance
requirements. It does not appear that the District was protected from [iability
as there was no requirement for the vendors to adequately insure their
operations.

Performance measures were not established and
monitored

The District's current high costs and low capacity for generating sufficient
transportation revenues highlight the need for monitoring its transportation
operations. Measures such as cost per mile and cost per rider can help the District
identify areas for improvement. However, the District has not established and
monitored performance measures for the transportation program. Further, the District
did not collect and maintain the data necessary to adequately monitor program
operations. For example, although the drivers’ daily logs show the number of
students fransported each day, the District did not summarize these counts by route
to monitor its bus capagcity utilization and determine if route adjustments were
needed. Bus capacity utilization rates, which compare the number of actual riders o
the bus capacity, can help identify routes with low ridership that may be combined
with other routes, or buses that are overcrowded. To further assist in evaluating route
efficiency, the District needs detailed documentation of its bus routes, such as
streets, estimated times, and bus stops. The District could not provide auditors with
clear and consistent route information for fiscal year 2006. As a result of insufficient
data collection, the District is unable to evaluate the efficiency of its program and
proactively identify operational issues that may need fo be addressed.

Transportation revenue based on inaccurate data

Funding for school disirict transportation programs is based on the numbers of riders
and route miles reported to the Arizona Depariment of Education (ADE). In reporting

Cffice of the Auditor General

Page 17



*

1

its fiscal year 2006 route miles, the District used monthly mileage summaries
provided by its vendors. Auditors compared the odometer readings and number of
riders on the drivers’ daily logs from the regular education vendor and found that the
monthly summaries overstated route mileage by approximately 14,700 miles, or 17
percent. The tables in this report were adjusted to reflect the correct route mileage.
The number of eligible riders reported by the District also appeared to be overstated.
For example, a review of the vendor's driver logs showed that rider counts for some
routes were as high as 105 students for buses with an 84-passenger maximum
capacity.

If the District made significant errors in reporting the number of eligible riders
transported, this could potentially affect its transportation funding by changing its
funding rate. However, without reliable rider data, it was not possible to determine
what the appropriate revenue amount would have been.

For fiscal year 2007, the District was using its own drivers’ daily logs to report mileage
and riders. Based on auditors’ review of these logs, it appeared that the District was
accurately capturing the route mileage driven and the number of riders transported.

Two required student transportation standards were not
met

While many of the District's student transportation policies and procedures were
consistent with the Minimum Standards, it did not meet these standards in two areas.
Specifically:

e Preventive Maintenance—According to the Minimum Standards, districts must
be able io demonstrate that their school busas received periodic preventive
maintenance services. While many other districts keep a manual or
computerized log of the dates each bus receives maintenance and the type of
maintenance performed, Union Elementary did not have a documented
preventative maintenance program. Although district staff indicated that
preventative maintenance work was performed by a nearby school district, that
school district was unable to provide documentation that maintenance had
been performed in fiscal year 2008. Similarly, the District did not prepare
documentation that it was performing preventive maintenance during fiscal year
2007.

e Random drug and alcohol testing—The Minimum Standards also require
districts to conduct drug and alcohal testing both annually for all drivers and
randomly throughout the school year. Specifically, 50 percent of all drivers
should be randomly tested for drug use and 10 percent should be randomly

Tables in this repert were adjusted to reflect the corrections in route mileage. Because of anomalies in the reported
nurnber of riders, auditors used the District's avarage daily membership.
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tested for alcohol use. While district officials ensured that each driver received
annual drug and alcohol testing, they did not ensure the required testing of
randomly selected bus drivers.

Recommendations

1. The District should ensure that it properly procures any contracted
transportation services. Further, the District should establish and maintain written
contracts with the special needs transportation vendors and require detailed
invoices so that it can ensure that it is being correctly billed for the services
provided.

2. The District should develop and monitor performance measures such as cost
per mile, cost per rider, and bus capacity utilization.

3. The District should ensure that drivers continue to record the miles driven and
riders transported, and use this information to accurately report to the ADE.

4, The District should ensure that vehicle preventive maintenance and random
drug and. alcohol tests for bus drivers are conducted and docurnented as
specified in the Minimum Standards.

Cffice of the Auditor General
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 CHAPTER 3

Plant operation and maintenance

In fiscal year 2006, Union ESD spent 13.4 percent of its total current
daltars on plant operation and maintenance costs, slightly more than
the 12.5 percent average spent by comparison districts, and 2.2
percentage points more than the 11.2 percent spent by districts across
the State. However, the District’'s $6.95 per-sguare-foot plant cost was
41 percent higher than the comparable districts averaged. These
~ higher costs appear to result from the amount of overtime paid o iis

plant employess, as well as high energy, water, and telephone costs.
Although some of these 2006 costs included one-time costs, the District's fiscal year
2007 plant operation and maintenance costs still remain high primarily because it has
added additional employees and continues to incur costs related to overtime hours
worked.

Background

in August 2008, the District opened a second school to accommodate its increasing

student popuiation, which grew from approximately 450 students in fiscal year 2005

to 1,062 students in fiscal year 2008. The new school serves students in grades

kindergarten through 5, while the original school serves middle school students in

grades 6 through 8. The District’s student population continued to grow in fiscal year

i 2007 to more than 1,340 students. In August 2007, the District will open its third
. school serving grades kindergarten through 6. The District has plans to buiid a fourth
school, with a predicted opening in 2009. '
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District’s plant costs were higher than comparable
districts’

Despite having fewer square feet, as shown in Table 6, the District's $6.95 per-
square-foot plant operation and maintenance costs were 41 percent higher than the
comparable districts’” average of $4.93, and 21 percent higher than the average of all
medium-size schoal districts in the State.

Higher salary and benefit costs due to overtime—Thne District's 128,277
square footage was approximately 24 percent less than the comparable districts
averaged. While the District employed 9 plant-related full-ime equivalent positions,
one less than the comparable districts averaged, its employees maintained 9
percent less square footage per employee. Further, district employees work
overtime on a regular basis. As a result, the District’s $1.99 per square foot salary
costs were 21 percent higher than the comparable districts’ average, and its $0.64
per square foot benefit costs were 33 percent higher, as shown in Table 7 (see
page 23). The District’s higher plant-related payroll costs related primarily to the
amount of overtime worked by its plant employees, as overtime pay accounted for
$0.29 per square foot. Specifically, during fiscal year 2008, the 16 individual
employees who make up these 9 FTEs worked a total of 1,878 hours of overtime,
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paid at one and a-haif times each employee's normal hourly rate, which equated
" to $36,700. One maintenance worker earmed approximately $11,800 in overtime
pay during fiscal year 2008, which increased his annual pay for the year by 35
percent, to more than $44,400. According to district officials, during that fiscal year,
they did not enforce a policy fo limit overtime hours worked. Further, some plant
employees earmed overtime by working as school bus drivers in addition to their
regular work hours. However, these costs were not classified as transportation
costs, and it is not feasible to now estimate the amount of misclassified salary and
benefits. '

Higher purchased service Costs—~As shown in Table 7, the District's $2.06 per
square foot purchased service costs were 75 percent higher than the comparable
districts’ average of $1.18. Purchased service costs were high for several reasons.
Specifically: '

o Custodial services—During fiscal year 20086, the District paid about $40,000
for contracted custodial services for about 4 months, a cost of $0.31 per
square foot. The District did not follow proper procurement procedures when
contracting with the custodial services vendor and then was not satisfied with
the services provided. Therefore, the District severed its contract with the
vendor and decided to perform custodial services in-house. None of the
comparable districts contracted for custodial services.

o Water and sewage—The District's $0.27 per square foot water costs were 35
percent higher than the comparable districts’ average. While the District does
not have a formal water conservation plan, it does make some efforts to
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conserve water. The elementary school has desert landscaping, but its fields
are watered using a sprinkler system. To conserve, the District does not
operaie the sprinkler system during the winter. The middle school's fields are
watered using less expensive flood irrigation. Despite these efforts, the
District's water usage has increased. For example, the middle school showed
increases of more than 600 gallons per day during October 2005 compared
to October 2004, although the number of students at that school remained
approximately the same.

e Telephone costs—The District's $0.52 per square foot telephone costs were
478 percent higher than the comparable districts averaged. The high
telephone costs were primarily due to the fact that the District chose to have
five 71 lines to handle its phone and data needs. According to the District, the
five T-1 lines are necessary because its teachers use technology, such as the
Internet, while teaching. By contrast, the comparable districts that responded
to the survey each operate using one or two T-1 lines.

The District’s telephone costs are also higher because it placed phones and
phone lines in each classroom, while the comparable districts typically had
phones only in district offices, or if phones were in the classrooms, they were
accessed through a ceniral switchboard rather than individual lines. Further,
although the District states that several phone and data lines are needed for
instruction purposes, it did not allocate any of its telephone costs to the
classroom, which could have lowered its plani-related telephone costs. Finally,
the costs of establishing service for the phone and data lines for the new
school contributed to the District's higher-than-average telephone costs.

Higher supply costs—The District's $2.26 per square foot supply costs were 39
percent higher than the comparable districts’ average of $1.63. Supply costs were
high for two reasons:

o Energy costs—Although its facilities are smaller than all but one of the
comparable districts, the District spent $1.55 per square foot, or 35 percent
more, on energy costs than the comparable districts average of $1.16 per
square foot in fiscal year 2006. Energy costs increased primarily because of a
$37,250 deposit that the District had to pay when establishing service for its
new elementary school. if it had not had to pay this fee, the District's energy
costs would have been about 9 percent higher than the comparabile districts’
averaged. Another reason for the high energy costs is that the District has no
formal energy conservation plan, and the practices it does have are not
applied consistently. For example, at its middle school, the District has an
energy management system that allows room temperaiures to be changed
only within a 2-degree range. However, the new elementary school does not
have an energy management systern.

Four of the five comparable districts responded o the survey.
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Further, according to the District, many of its buildings, including its newest
school, are not energy efficient. For example, the new school was built with
classroom doors that open directly to the outside, allowing hot air inio air-
conditioned rooms when doors are opened. Ancther inefficient building is the
middle school gymnasium, which has a metal roof.

e General supply costs—The District's fiscal year 2006 $0.71 per square foot
general supply costs were 61 percent higher than the comparable districts’
average of $0.44. These costs include items such as cleaning, plumbing, and
construction supplies. According to the District, its fiscal year 2006 costs were
high primarily because of the growth in student population and the fact that
additional supplies needed to be purchased for the new school that opened
in August 2006.

Fiscal year 2007 plant costs remain high—=as shown in Table 7 (see page
23), the District's fiscal year 2007 plant operation and maintenance costs per
square foot increased by $0.43, or approximately 6 percent. Once again, the
District's costs were higher in all categories than the comparable districts
averaged. While some higher costs in fiscal year 2006 were atiributable to the set-
up costs necessary to open a new school, this was not true in fiscal year 2007.
While the District’s fiscal year 2007 purchased services and supply costs, including
energy costs, decreased, its salary and benefit costs increased. Although the
amount of square feet to be maintained did not increase from fiscal year 2006 to
2007, the District added the equivalent of three full-time positions. Specifically, the
District added a facilities director, a second facilities manager, and several other
part-time positions, including additional custodians and maintenance workers.
Further, the District continued to pay for employees to work overiime hours with
litle apparent effort to control these costs by coordinating maintenance and

school bus schedules. These factors heighten the need to develop cost-saving
measures.

Recommendations

1. To avoid continued overspending of its Maintenance and Operation Fund
budget, the District should review its staffing levels and the amount of overtime
worked by siaff to:

a. Determine whether the number of plant operation and maintenance
positions can be reduced, and

b. Identify ways to reduce or eliminate the amount of overtime worked by plant

employees, such as by coordinating maintenance and school bus
schedules. '
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To reduce its water expenditures, the District should monitor water usage at
each of its schools and work 1o isolate high usage areas and identify steps it can
take to reduce usage.

To reduce its electricity expenditures, the District should develop a district-wide
energy conservation plan, which couid include monitoring energy usage at each
of its schools and identifying ways to lower energy usage based on each site’s
particular facilities and equipment. Further, the district should educate staff and
students about energy consetvation and encourage them to help reduce the
District’s energy use.

The District should evaluate its phone and data needs as it plans to add another
school in August 2007 and determine how to balance these needs with
maintaining lower costs.
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CHAPTER 4

Proposition 301 monies

In November 2000, voters passed Proposition 301, which increased the staie-wide
sales tax to provide additional resources for education programs. The District did not
develop a comprehensive plan for spending its Proposition 301 menies and the plan
was not submitted to the Governing Board for approval. However, its fiscal year 2006
expenditures were for purposes authorized under statute, and it maintained
documentation supporting eligible employees’ achievement of performance
measures. The District spent its Proposition 301 monies on salaries and related
penefits, a portion of which was designated as paying for AIMS intervention activities.

Background

In approving Proposition 301, voters increased the state-wide sales tax by six-tenths
of 1 percent for 20 years. Under statute, after allocations for ten state-wide
educational purposes, such as school facilities revenue bonds and university
technology and research initiatives, the remainder of the revenue goes 1o the state
Classroom Site Fund for distribution to school districts and charter schools. These
monies may be spent only in specific proportions for three main purposes: teacher
base pay increases, teacher performance pay, and certain menu options, such as
reducing class size, providing dropout prevention programs, and making additional
increases in teacher pay.

During fiscal year 2008, the District received a total of $186,028 in Proposition 301
monies and distributed $173,096 to employees. Unspent Proposition 307 monies
remain in the District Classroom Site Fund for future years.
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District's Proposition 301 plan was incomplete, but its
expenditures were allowable

The District's Proposition 301 plan specified how the District would spend its
performance pay monies but not how it would spend base pay and menu option
monies. The plan, drawn up by a team consisting of the superintendent, a principal,
and two teachers, also did not identify the positions eligible to receive Proposition
301 monies or the amounts that eligible employees could potentially receive. Further,
the District's plan was not approved by the governing board as required by AR.S.
§15-977(B).

While its plan was incomplete, the District's expenditure of these monies was for
purposes authorized under the statute. The District spent Proposition 301 monies as
follows:

Base Pay—Wwhile the plan did not specifically identify the eligible positions or
amounts, district officials stated that teachers and librarians were eligible to receive
up to $1,100 each in base pay increases. On average, 43 teachers and 2 librarians
earned $939 each, which was prorated for part-time employment and paid in two
instaliments in November and June of the fiscal year. Six other teachers received
base pay increases from the District's menu monies.

Performance Pay—Each teacher and librarian meeting all performance pay
requirements could earmn up to $1,700. To be eligible to receive performance pay
monies, the employee had to participate in at least one of two projects.

¢ Mentoring Project (41 percent of performance pay)—To eam $700, an eligible
employee had o mentor one or more students, as assigned by the
superintendent, for a total of 356 hours during the school year.

e Approved Special Project (59 percent of performance pay)—=tligible
employees could eam $1,000 by selecting a project approved by the
superintendent. Projects included coordinating English Language Learners’
testing or sponsoring student clubs, such as the writing club and art club. To
receive the performance pay, an eligible employee had to provide the
superintendent with documentation of least 50 hours of work toward the
project.

On average, 45 teachers and 2 librarians each earmed $1,532 in performance pay.

- - |
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Menu Options—-Statute allows school districts to choose ameng six different
options for allocating the menu monies, including:

e AIMS intervention programs

e Class size reduction

e Dropout prevention programs

e Teacher compensation increases

e Teacher development

e Teacher liability insurance premiums

ARS. §15-977 specifies that these manies cannot be used for administration.
Further, beginning in 2004, the Legislature also specified that Classroom Site Fund
monies spent for AIMS intervention, class size reduction, and dropout prevention
can be spent only on instruction, except that they cannat be spent for athletics.

The District stated that it used its menu monies for AIMS intervention activities and
base pay increases. Specifically, eligible employees were compensated for
performing AIMS intervention activities, such as test score data disaggregation
and curriculum mapping. Additionally, according to the District, several teachers
also participated in summer programs that targeted students who performed
poorly on the AIMS test. Other eligible employees attended summer AIMS-related
trainings and were compensated for their time. In total, 26 eligible employees

participated in AIMS intervention activities, earning an average of $1,194 each in
menu monies.

The District also spent about $2,600 of its menu monies on base pay increases for
which it did not have sufficient Base Pay monies. Because of student population
growth during fiscal year 2006, the District increased its number of teachers,
However, it had previously allocated its Proposition 301 monies based on the
number of teachers in the prior fiscal year. Therefore, the District used menu
monies to pay all or a portion of the base pay increases for six ieachers.

Recommendations

1. The District shouid ensure that its Proposition 301 plan also addresses haw it
intends to spend base pay and menu option monies. Specifically, the plan
should list the positions eligible for and the expected amount of any pay
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increases, and it should identify which of the six allowable menu options are
being addressed.

2. The District should ensure that it follows all of the provisions of AR.S. §15-977
regarding performance-based compensation systems, including having the
governing board adopt its Proposition 301 plan at a public mesting.

- |
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CHAPIER 5

Classroom dollars

AR.S. §41-1279.03(A)(9) requires the Auditor General to determine the percentage
of every dollar Arizona school districts spend in the classroom. Because of this
requirement, auditors reviewed the District's recording of classroom and other
expenditures to determine their accuracy. The District's fiscal year 2006 classroom
doilar percentage of 50.3 percent is well below the state average for the same fiscal
‘year, 58.3 percent. The District's spending on administration, plant operation and
maintenance, student transportation, and food service were higher than the state-
wide averages. Reducing spending in these nonclassroom areas could potentially
help the District spend more money in the classroom.

District’s classroom dollar percentage is far below the
state and national averages

The District's fiscal year 2006 classroom dollar percentage of 50.3 percent is 8
percentage points below the state average for that fiscal year of 58.3 percent, and
11.2 percentage points below the national average. In reporting its percentages, the
District made minor accounting errors totaling approximately $228,000. For example:

s The District classified a public announcemient system as an administrative
operating cost rather than a capital cost. Correcting this error resulted in the
District's administration costs being reduced by $80,000.

e Approximately $58,000 in salary costs for attendance clerks were misclassified
as school administration. Instead, these positions should have been classified
as student support services based on the nature of their duties. Correcting this
error reduced the District’s administrative costs.
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e Approximately $30,000 in teacher development costs were misclassified as
student support services rather than instructional support services. Correcting
this emror reduced the District's student support service costs.

Adjustments for these and other errors decreased the District's administrative cost
percentage from 12.3 percent to 10.7 percent and increased the classroom
percentage from 50.1 percent to 50.3 percent.

Per-pupil spending is lower than state and national amounts-—As also
shown in Table 8, the District's per-pupil spending is lower than the state and
national averages. This lower spending coupled with the lower percentage of
dollars going into the classroom resutted in the District's spending only $3,140 per
pupil in the classroom versus the state average of $3,981 and national average of
$5,274. The District’s 50.3 percent spent in the classroom was also lower than the
comparable districts’ average of 57.9 percent. The District's lower per-pupil
spending is related to several factors. Specifically, the District received less in the
following areas:

‘Expenditures
| $6,256

o Federal and state program monies—During fiscal year 2006, the District
received only $175 per pupil in federal and state program monies, while the
comparable districts, on average, received $824 per pupil. The District
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received less federal Title | grant money, which is distributed to school districts
primarily based on the number of district students living at or below the
poverty rate, although the District had a higher poverty rate in fiscal year 2006
than the comparable districts averaged. However, these monies are based on
the number of students in the prior fiscal year. In fiscal year 2005, the District
had approximately 600 fewer students than in fiscal year 2006. Further,
according to the District, in fiscal year 2006, it used a vendor to identify and
apply for appropriate grants, including federal and state grants. While this
vendor applied for grant monies, such as Title 1 monies, it did not seek out
and apply for competitively awarded federal and state grant monies.

e Transportation—The District also received less per student in transportation
funding. The state transportation funding formula is based on district-reported
miles and riders, with more miles resulting in higher funding. However, at 6
square miles, the District is very compact and more than 400 square miles
smaller than the comparable districts’ average size. In addition, the District
drove more than 70,000 route miles less than the average route miles for the
comparable districts. The comparable districts’ additional transportation
funding averaged about $382 on a per-pupil basis.

“Plant, food, and transportation spending is higher, while
student and instructional support spending is lower than
average

The District spent higher percentages for plant operation and maintenance, food
service, and transportation costs than the state averages and the comparison
districts’ averages. As discussed in the transportation and plant operation and
maintenance chapters of this report, it appears feasible for the District to make
operational improvements that will allow more dollars to be directed to the
classroom. it is especially important for the District to reduce costs in these
nonclassroom areas because the District has overspent its budget limits during the
past 2 fiscal years. Therefore, lowering costs in these areas will not only help the
District move more monies into the classroom, but also keep its spending within
statutory budget limits.

Food service—Arizona districts, on average, spent 4.7 percent of their total current
expenditures on their food service programs, but Union Elementary spent 7.2
percent in fiscal year 2006. Also, the District spent $448 per pupil, which was 40
percent more per pupil than the comparable districts’ average of $321. One
reason the District incurred higher costs relates to more students eating school
meals. Specifically, during fiscal year 2006, the District served approximately
226,000 lunch-equivaient meals while the comparable districts, on average,
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served about 118,000 meals. The high number of meals served appears related to
a high National School Lunch Program eligibility percentage. The District reported
68 percent of its students eligible for a free or reduced-price lunch in fiscal year
2006, while the comparable districts’ reported eligibility averaged 53 percent.

Student support services—The District's student support services expenditures
were 2.6 percentage points below the state average and 0.6 percentage points
below the comparable districts’ average. The District's lower costs appear to relate
to its having fewer student support services employees, such as counselors and
psychologists. Specifically, the District employed three student support-related full-
time equivalent positions (FTE), while the comparable districts employed an
average of five FTE. As a result, the District spent 37 percent less on student
support salary and benefit costs than the comparable districts.

Instructional support services—The District also spent less on instructional
support services, including teacher fraining, curriculum development, and library
services, spending 1.2 percentage points less than the state average. However,
the District spent almost 2 percentage points more than the comparable districts’
average of 1.8 percent. The District employed four instructional support FTE, while
the comparable districts employed an average of two FTE. Therefore, the District
had higher instructional support salary and benefit costs. Further, the District spent
more on related purchased services, including teacher development activities, and
purchased almost $109,000 worth of library books for its elementary school that
opened in August 2006. :

Recommendations

1. The Disirict should classify all fransactions in accordance with the Uniform Chart
of Accounts for school districts.

2. The District should review its noninstructional spending to determine if savings
can be achieved and some of these monies can be redirected to the classroom.

3. The District should review available programs and try to gain additional federal
and state program monies to supplement funding available for iis classrooms.
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CHAPTER 6

English Language Learner programs, costs, and
funding

The District has only recently developed an ELL program, and the program is not in
full compliance with state statutes. The District did not begin English language
proficiency testing until fiscal year 2005, and it did not begin receiving funding for ELL
programs until fiscal year 2007. Although it did not receive any funding during fiscal
year 2006, the District provided English language instructional software and a
bilingual instructional aide in its language arts classes. Fiscal year 2007 ELL
programs consisted of Structured English Immersion (SEl) and mainstream classes.
For its SEI program, the District provided 45-minute language acquisition sessions
for students classified at pre-emergent, emergent, and basic levels of language
proficiency. The District will need to make substantial changes in the future, as statute
now requires the ELL Task Force to develop models including 4 hours of daily English
language acquisition instruction for first-year ELL students. In fiscal year 2007, the
District received approximately $132,000 in state and federal monies to fund its ELL

programs, and it spent approximately $128,900, primarity on salaries and benefits for
~ three bilingual instructional aides.

Background

English Language Learners are students whose native language is not English and

who are not currently able to perform ordinary classroom work in English. ELL

students are identified through a state-adopted language proficiency test. School
i districts and charter schoois are required to administer this test to students if the
o primary language spoken in the student’s home is other than English, and then re-
test annually those students identified as ELL. School districts must then report the
test results to the ADE.

By reporting their numbers of ELL students, districts are eligible for additional monies
for ELL programs through the State’s school-funding formula, the federal Title [l
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program, and other sources. In addition, effective in September 2006, HB 2064
established the SEI and Compensatory Instruction (Cl) funds and programs. Among
other things, this law established an English Language Learmer Task Force to develop
and adopt research-based, cost-efficient SEI program models and establish
procedures for determining the models' incremental cosis—that is, the costs
incurred that are in addition to those associated with teaching English fluent
students. The law also requires the Office of the Auditor General to biennially audit
the State's ELL program, review ELL requirements in school district performance
audits, and conduct financial audits of the SEI and Cl budget requests of school
districts selected for monitoring by ADE.

Types of ELL programs in Arizona

During fiscal year 2006, school districts and charters offered ELL programs that are
described in statuie as Structured or sheltered English Immersion, Bilingual, and
Mainstream.

e Structured English immersion, or sheltered English immersion, is an English
language acquisition process providing nearly all classroom instruction in
English, but using a curriculum designed for children who are leaming the
language.

e Bilingual education/native language insfruction is a language acquisition
process providing most or all of the instruction, texibooks, and teaching
materials in the child's native language. Many Bilingual programs were
eliminated after Proposition 203 was approved in November 2000.2 However,
some districts still maintain these programs for parents who sign waivers 1o
formally request that their child be placed in a Bilingual program.

e Mainstream programs place ELL students in regular classrooms along with
English fluent students when the student is close to becoming English proficient
or when there are not enough ELL students to create a separate SEI class.
Generally, ELL students in Mainstream classrooms receive the same instruction
as English fluent students, but receive additional support, such as smalf group
lessons or assistance from an instructional aide.

Fffective in fiscal year 2007, ELL compensatory instruction programs are defined as
programs that are in addition to normal classroom instruction, such as individual or
small group instruction, extended-day classes, summer school or intersession, and
that are limited to improving the Engiish proficiency of current ELL students and
those who have been reclassified within the previous 2 years.

These programs are described in AR.S. §15-751.

In November 2000, voters pagsed Proposition 203, requiring that schools use English to teach English acquisition and
that all students must be placed in English classrooms. The new law required that schools use SEl programs and
eliminate the use of Bilinguat programs unless approved by parents with signed waivers.
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/Figure 2 ELL Requirements for School Districts and Charter Schools
House Bill 2064 Provisions

. Assess the English proficiency of new students when it is indicated that the
primary language spoken in the home is cther than English. In addition,
students already identified as ELL must be tested annually.

. Monitor former ELL students who have been reclassified as English
proficient and re-test their language proficiency annually for 2 years.

«  Submit a Cl budget request to the ADE and use these monies as specified
fo supplement existing programns.

. Adopt an SEI mode! and submit an SE! budget request to the ADE, then
use the monies as specified to supplement existing programs.

\ Source:  Auditor General staf analysis of Laws 2006, 2nd Regular Session, Chapter 4 (HB 2064). : /

District’s ELL program

The District first began testing its students with a primary
home language other than English for language proficiency in’
fiscal year 2005. District officials indicated that they were not
aware of the testing requirement before then. The District did
not receive subsequent-year state funding for the 253 ELL
students identified in. fiscal year 2005 testing because it
missed the deadline for reporting ELL fest scores to the ADE.

During fiscal year 2006, the annual testing again identified 253
ELL students. The District assigned a hilingual instructional
aide to provide classroom assistance to pre-emergent and
emergent ELL students in kindergarten and first grade.
Students at the basic and intermediate ELL levels were
placed in Mainstream classrooms and had the assistance of

Bilingual instructional aides during their language aris
classes.

»
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During fiscal year 2007, the ELL program served 401 studenis using SEl and
Mainstream classrooms. Specifically:

e SEl—This portion of the program provided 45 minutes of language acquisition
tutoring in pull-out sessions for students classified as pre-emergent, emergent,
and basic levels of language proficiency, regardiess of grade level. "Pull-out”
sessions remove students from the regular classrooms for specialized
instruction. However, according to the District, at times these tutoring sessions
focused on helping ELL students complete homework or coursework for other
classes, such as math and science.

e Mainsiream—Students classified as having intermediate language proficiency
remained in their regular classrooms. These students received support from
bilingual instructional aides during their language arts classes. These
instructional aides primarily interpreted the teacher’s instructions and helped the
ELL students understand assignments.

To carry out its ELL program, the District employed three full-time ELL aides and a
part-time program coordinator. The District also ensured that all of its teachers
obtained the state-required SEI certification. The District has not provided a
compensatory instruction program, but has applied for Cl Fund monies to implement
such a program in fiscal year 2008.7

As it implements the new statutory requirement to provide first-year ELL students with
4 hours of English language acquisition, the District will need to substantially expand
its language development instruction.2 In June 2007, the ELL Task Force issued a
draft SEI model describing the required content for the 4 hours of language
acquisition, Once the ELL Task Force has finally adopted such a model, the District

will be required to adopt it.

District’s ELL funding and costs

The District did not receive any ELL-specific funding in fiscal year 20086 as it did not
report its identified ELL students in a timely manner. Costs for that fiscal year included
about $4,000 for Rosetta Stone™ Engiish language instructional software and an
estimated $32,720 in salary costs. Staffing included one FTE bilingual instructional
aide to administer ELL testing and assist ELL students in language aris classes. The
District stated that the software and instructional aide were provided for ELL students
only. Because it was not required, the District did not record any ELL costs in its
accounting records in this fiscal year.

Cl programs in this context are sessions outside the normat classroom, such as summer scheol or after scheol tutoring,
specifically directed at language acquisition and development.

ARS. §15-758.01{C) requires the ELL Task Force to develop models that include a minimurn of 4 hours per day of
English language cevelopment for the first year that a student is dlassified as an English language leamer. These models
were to be adopted by Septernber 1, 2006, but are still in draft form as of August 1, 2007,

State of Arizona

page 38



During fiscal year 2007, the District began recording ELL program costs, including
salaries and benefits for three bilingual instructional aides, classroom supplies, and
Ell-related training. These costs, which totaled about $128,900, appear to be
incremental costs as the supplies and training are ELL-specific, and the aides, the
only ones in the classrooms, are supposed to assist ELL students only. The District
received almost $132,000 in ElL-related funding, including $92,202 in additional
state aid known as ELL B weight monies, $34,731 in federal Title [l monies, and
$5,000 in SEl training reimbursement funding.

Recommendation

1. Once the ELL Task Force has adopted SEl models, the District should ensure it
appropriately modifies its ELL programs and instruction methods. In particular,
the District should comply with the requirement to provide 4 hours of English
language acquisition in an ELL student's first year.
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August 3, 2007

Ms. Debbie Davenport
Auditor General

2910 N. 44" Street Suite 410
Phoenix, AZ. 85018

Re: Response to the Performance Audit Fiscal Year 2005-2006
Dear Ms. Davenport:

Enclosed you will find the District’s response to the Fiscal Year 2006 Performance Audit
conducted by your staff during the period of February through May 2007. We view our
response as a work in progress, but feel it is important to share with you many changes
that have already occurred and a preliminary action plan for financial success. It is with
great appreciation we receive the report as it is seen as an essential piece of the puzzle to
Union Elementary’s goal of restoring financial solvency and efficiency to better serve its
constituents. The report details and recommendations have already been extremely
helpful and have been used to establish baseline data for the areas reviewed.

After meeting with your staff and gaining invaluable insight and recommendations for
improvement it is evident that the Union Elementary School District has many challenges
ahead of it. We also know that change is a slow process and often has the obstacle of the
unknown. We are very grateful to have your report and its details to be able to begin the
process of sustained, academic and financial improvement and all but eliminating that
often difficult obstacle.

As we go through this process we look forward to the visits from your office and the
ongoing dialogue and assistance to improve the Union Elementary School District.

Bill Christensen
Sifion Consulting Tolleson Elementary School District #17
As Receiver Interim Superintendent
For Union Elementary School District For Union Elementary School District
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Overview of Current District Situation

As noted by your staff the district has faced significant challenges over the past three
years related to student growth and financial hardship. The district has overspent its
Maintenance and Operations (M&Q) budget consistently the past three years totaling
nearly $3 million creating a significant deficit in the Fiscal Year 2008 budget. It is also
important to note that in May of 2007 the district was unable to pay its employees
resulting in the Legislature authorizing a financial Receiver in June of 2007 and

approving a deferred repayment of debt over 5 fiscal years plus accrued interest.

Since the inception of the Receiver’s authorities in late June, several personnel changes
have occurred resulting in immediate and measurable improvements. In early July the
Superintendent and Business Managet resigned, an Intergovernmental Agreement was
approved with Tolleson Elementary School District #17 to provide administrative and
financial consulting for operations, the school year start date pushed back to August 13,
2007 and all immediate purchasing contracts terminated until a complete analysis and

determination of necessity could be done.

These initial key steps have allowed the Receiver and the Tolleson Elementary School
District Superintendent the opportunity to analyze the situation of the district and begin
making changes to the current practices with the goal of improving financial and

academic success.

Intergovernmental Agreement

As noted above, in July of 2007 the Tolleson Elementary School District and the Union
Elementary School District Governing Boards approved an Intergovernmental Agreement
(IGA) allowing the Tolleson Elementary School District Superintendent and
Administrative Staff the authority to work with the financial Receiver with the goal of
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reaching financial solvency and academic improvement. The goal of the Tolleson
Elementary School District Administrative Team is to not only provide effective student
focused leadershi;p, but to utilize the efficiency and economy of scale of procurement,
transportation, warehousing, special education, and support operations for both school
districts. It is believed that by blending the administrative teams, both districts will
become more efficient and therefore Union Elementary will be able to reduce
administrative costs, transportation costs, and utilize reseérch and proven academic

programs from the Tolleson Elementary School District.

Chapter 1: Administration

We are very pleased with the positive staffing levels noted in your report related
to administrative costs. The district will continue to look for efficiencies and look to

reduce administrative costs with the goal of returning more dollars to the classroom.

Recommendation 1: (Chapter 1)

The District’s administration should take any necessary steps to control costs in
all non-instructional areas, including administration, to avoid overspending its M&O
Fund budget. '

Response:

We agree with the recommendation and steps have already been taken to control
spending. The Tolleson Elementary staff and the finﬁncial Receiver staff have
implemented line item budgeting and remote requisitions that are budget controlled. This
small step alone will work toward the goal of eliminating department over-expenditures
by providing all administrative staff with a more efficient tool that monitors district
spending. The Administrative Team will also provide each department with line item
budgets that will allow site and department administrators further control over spending
related to their needs. In addition, the Receiver has implemented controlé that require the

Receiver’s approval for any expenditure over $5,000.
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Recommendation 2: (Chapter 1)
The District should ensure that it follows competitive purchasing rules when

purchasing goods and services.

Response: '

We agree with the recommendation and are taking steps to ensure proper
procurement processes are followed. Currently all contracts, practices, procedures, and
forms are being reviewed for compliance with Arizona Procurement Code and USFR
requirements. The Administrative Team expects o see tremendous improvement in this
area. In addition, the Receiver has implemented controls that require proper

documentation before obtaining the receiver’s approval for expenditures above a $5,000
threshold.

Chapter 2: Student Transportation

We realize that student transportation is an area of concern for the district. In
analyzing contracts, procedures, and safety protocols we also recognize the challenges in
this department. We also believe that this departﬁlent was an area for significant over-
expenditures as noted by your data and by the necessity to sﬁpplement this department
financially by almost $434,000 last year. The goal is to eliminate or drastically reduce
transpértation costs as recommended in the performance audit and to reduce the

supplementing of the program.

Recommendation 1: (Chapter 2)

The District should ensure that it properly procures any contracted transportation
services. Further, the District should establish and maintain written contracts with the
special needs transportation vendors and require detailed invoices so that it can ensure

that it is being correctly billed for the services provided.
Response:

We also noted a large challenge with the.transportation contracts and verbally

terminated all contracts on July 30, 2007 with the recommendation to the Governing
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Board for formal termination in August. At this time we are no longer using the
contracts, and we are reviewing and auditing prior year billings for discrepancies. The
services that were being provided by the contracted companies will now be provided by
Union Elementary and Tolleson Elementary staff utilizing the IGA to cut costs for both
dist.ricts. The measurable savings for the district will be close to $250,000.

Recommendation 2: (Chapter 2) -
The District should develop and monitor performance measures such as cost per

mile, cost per rider, and bus capacity utilization.

Response:

We concur with this recommendation and will immediately implement a protocol
that monitors these benchmarks on a monthly basis. We recognize that current levels of
spending are not within comparable district norms and will use these benchmarks when

creating new school year bus routes, determination of riders, and bus stops.

Recommendation 3: (Chapter 2)
The District should ensure that drivers continue to record the miles driven and

riders transported, and use this information to accurately report to ADE.

Response: _
We have evaluated current mileage tracking procedures and have found them to
be inadequate. Starting this school year we will implement procedures that are used by
Tolieson Elementary School District that have been audited and considered compliant.
The increase in route reporting accuracy will assist in ensuring proper mileage to cost
ratios are maintained and proper staffing levels maintained. The IGA will allow both
districts to implement one system and share staffing, procedures, and protocols to

increase the efficiency of both districts.
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Recommendation 4: (Chapter 2)
The District should ensure that vehicle preventative maintenance and random
drug and alcohol tests for bus drivers are conducted and documented as specified in the

Minimum Standards.

Response:

We have audited the driver and vehicle files and concur with the
recommendation. Currently, driver and vehicle documentation does not meet the
Minimum Standards as specified. To correct the deficiencies, Union Elementary drivers
and vehicles will be supervised, serviced, and trained by Tolleson Elementary
Transportation Administration utilizing the IGA. All deﬁcienciés related to driver

minimum standards and vehicle records will be corrected by December 2007.

Chapter 3: Plant Operation and Maintenance

‘We realize that plant operation and maintenance costs are extremely high and plan
to significantly reduce the cost per square foot in fiscal year 2008. The report notes
overtime and high energy costs as a direct cause of the high expenditures per square foot
and we agree, Currently, very few measures to control overtime or use of facilities were

in place, resulting in no control over staff hours.

Recommendation 1: (Chapter 3)

" To avoid continued overspending of its Maintenance and Operation Fund budget,
the District should review its staffing levels and the amount of overtime worked by staff
to;

a) Determine whether the number of plant operation and maintenance positions
can be reduced, and
b) Identify ways to reduce or eliminate the amount of overtime worked by plant

employees, such as by coordinating maintenance and school bus schedules.
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Response:

We concur with these recommendations and have already identified staff
positions and hours to be cut this fiscal year. This department along with student
transportation will be the focus of cuts to ensure the district does not overspend this fiscal
year. Currently, the third school will open, but custodial positions have been cut from 9
full-time staff to 7 and a reduction of 12 months to 10 months worked for all staff. In
addition, 4 of the staff members’ hours will be cut from 8 to 6 per day. These reductions
in staff and hours are expected to bring the cost square per footage closer to the
comparable districts and reduce plant staff costs by approximately $150,000. Secondly,
measures have been put in place to hold supervisors and hourly staff to overtime
approval. At this time no overtime has been approved, however, staff overtime costs
have continued, We are now disciplining and holding specific employees accountable in

accordance with state law and district policy.

Recommendation 2: (Chapter 3)
To reduce its water expenditures, the District should monitor water usage at each
of its schools and work to isolate high usage areas and identify steps it can take to reduce

usage.

Response

We agree with the recommendation and will begin to monitor monthly water
usage by site. Every effort will be made to identify high usage areas and address the
needs. In some cases, faucets and sprinklers can be switched to low-flow heads. The
district has also equipped the new school with room motion sensors to eliminate wasted
electricity in unoccupied rooms. We will also evaluate the grounds and seek ways to

eliminate costs associated with watering landscaping.

Recommendation 3: (Chapter 3)
To reduce its electricity expenditures, the District should develop a district-wide
energy conservation plan, which could include monitoring energy usage at each of its

schools and identifying ways to lower energy usage based on each site’s particular
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facilities and equipment. Further, the district should educate staff and students about

energy conservation and encourage them to help reduce the District’s energy use.

Response

We agree with the recommendation and will look to begin staff and student
energy conservation programs this school year. Second, monthly tracking tools will be
implemented to measure monthly usage and identify problem areas and establish energy
benchmarks by school.

Chapter 4: Proposition 301 monies

We have analyzed the cwrrent plan and agree with the report’s findings.
Currently, the district is not effectively budgeting or utilizing its Proposition 301 monies

to improve student achievement. In the beginning of the next schoo! year, a Union

. Elementary School District Prop 301 committee will be established to work with the

Tolleson Elementary School District staff and Prop 301 committee, utilizing the IGA, and
establish a written and comprehensive Prop 301 plan. This plan will encompass all of the
9 recommended points by the Performance Pay Task Force and will be submitted for
Governing Board approval as soon as it is ready. No Classroom Site Fund monies will be

distributed until a Governing Board approved plan can be adopted.

Recommendatmn 1: (Chapter 4)

The district should ensure that its Proposition 301 plan also addresses how it
intends to spend base pay and menu option monies. Spec:lﬁcally, the plan should list the
positions eligible for and the expected amount of any pay increases, and it should identify

which of the six allowable menu options are being addressed.

Response
As indicated above, a Prop 301 committee made up of stakeholders will explore
options for Classroom Site Fund monies, with the focus on improving instruction. The

committee will make very specific recommendations to the Governing Board and
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effectively meet as many of the Performance Pay Task Force’s recommended areas as -

possible.

Recommendation 2: (Chapter 4)
The District should ensure that it follows all of the provisions of A.R.S. 15-977
regarding performance based compensation systems, including having the Governing

‘Board adopt its Proposition 301 plan at a public meeting.
Response
We will ensure that all of the requirements are met and properly approved by the

Governing Board prior to any monies being released to staff.

Chapter 5:_Classroom Dollars

We agree with the report and, as with all school districts, the focus must be on
returning as many dollars to the classroom as possible. At this time it is difficult to create

a goal for the district, but we are focused on increasing the percentage for fiscal year
2008.

Recommendation 1: (Chapter 5)
The District should classify all transactions in accordance with the Uniform Chart

of Accounts for school districts.

Response
We concur with the recommendation and will implement procedures to ensure the

proper identification of district expenses.
Recommendation 2: (Chapter 5)

The District should review its non-instructional spending to determine if savings

can be achieved and some of these monies can be redirected to the classroom.
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Response

We agree with the recommendation and have already begun to address positions
that can be eliminated or reduced with the goal to reallocate these non-instructional
dollars as instructional dollars. At this time approximately $250,000 has been identified
and will be cut or returned to the instructional portion of the budget as the district
continues to grow. The process of reallocating dollars is an ongoing process and

procedures will be put into place to increase classroom dollar spending.

Recommendation 3: (Chapter 5)
The District should review available programs and try to gain additional federal

and state program monies to supplement funding available for its classrooms.

Response

We agree with this recommendation and are already in the process of creating
budgets to effectively utilize grant funding to improve student achievement. In addition
to the financial problems the district has had it is also struggling academically with
Adequate Yearly Progress (AYP) and AZ Leams with a failing school. It is the intent to
utilize federal and state grants to supplement the instructional support program and start

to focus classroom efforts on sustained academic improvement.

Chapter 6: English Language Learner programs, costs, and funding

We thank staff for providing valuable information about the district’s ELL
program and expenditures. We have just started analyzing procedures, reporting, and
testing protocols and have seen similar challenges as noted in the report. We are very
committed to improving this academic program and are monitoring the ELL Task Force
and the Flores Lawsuit. Like all districts with similar demographics, the ELL program is
difficult to implement based on the current funding sources. However, the district will be
committed to making every attempt to comply with whatever model the Task Force
approves. Currently the district is not effectively testing and identifying ELL studerts
and therefore having a difficult time transitioning students to English Fluency. Itis also

important to recognize that financial problems will stretch the district’s budget to be able
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to hire additional staff for just this program. It is the intent to continue to analyze the
current program and look at current staff qualifications and implement an effective ELL

program.

Recommendation 1: (Chapter 6)

Once the ELL Task Force has adopted SEI models, the District should ensure it
appropriately modifies its ELL programs and instruction methods. In particular, the
District should comply with the requirement to provide 4 hours of English language

acquisition in an ELL student’s first year.

Response

We agree the district’s ELL program needs substantial change and are looking to
improving the model and number of students that are exited. We don’t necessarily
support the 4 hour English language requirement that is being proposed by the Task
Force because of its unproven success rate. Nonetheless we are committed to improving
academic progress of all students and therefore will do whatever it takes to improve the

program and comply with ADE requirements.
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Attachment 4

Intergovernmental Agreement and Cooperative Purchasing Agreement Between Union
Elementary School District No. 62 and Tolleson Elementary School District No. 17



‘When recorded, return to:

Tolleson Elementary School District No. 17
Attn: Superintendent

9261 W. Van Buren

Tolleson, AZ 85353

INTERGOVERNMENTAL AGREEMENT
AND COOPERATIVE PURCHASING AGREEMENT
BETWEEN UNION ELEMENTARY SCHOOL DISTRICT NO. 62 AND
TOLLESON ELEMENTARY SCHOOL DISTRICT NO. 17

RECITALS

WHEREAS, pursuant to Chapter 238, Laws 2007 and Arizona Revised Statutes
(“A.R.S.”) § 15-103, the Arizona State Board of Education has appointed a receiver (the

“Receiver”) and placed the Union Elementary School District No. 62 (“Union”) into
receivership; and

WHEREAS, Union desires to utilize personne!l resources of the Tolleson
Elementary School District No. 17 (“Tolleson™) to assist the Receiver and to temporarily
perform administrative and consulting services on behalf of Union; and

WHEREAS, Union and Tolleson have determined that they can more efficiently
serve their residents by endeavoring to procure and use materials and services
cooperatively when doing so is feasible; and

WHEREAS, Union and Tolleson (individually “Party” and collectively, the
“Parties™) have the legal authority to enter into this Intergovernmental Agreement and
Cooperative Purchasing Agreement (“Agreement™) pursuant to A.R.S. § 11-951 et seq.
and A.R.S. § 15-342(13), and A.R.S. § 41-2632 and A.A.C. § R7-2-1191.

NOW, THERFORE, in consideration of the mutual promises made herein, the
Parties agree as follows:

AGREEMENT

1. Purpose. The purpose of this Agreement is to set forth the terms upon
which the Parties will share administrative and other resources, and cooperatively
purchase and use materials and services when feasible.

2. Term. This Agreement shall commence on July 13, 2007 and shall
terminate on June 30, 2008. The Parties may agree to renew this Agreement for two
additional one-year terms. Payment, performance and obligations for succeeding fiscal
periods are subject to the availability and appropriation of monies.
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3. Administrative and Consulting Services
A. Duties and Obligations of Tolleson

() Tolleson shall provide temporary administrative and
consulting services (the “Services”) to Union, including the performance of duties set
forth in Union’s job descriptions for its superintendent and business manager. Tolleson’s
superintendent (“Superintendent”) and other administrative staff, including the assistant
superintendent, administrator of human resources, administrator of special services,
executive director of cwriculum and instruction and executive director of business
services (collectively “Administrative Staff”) shall provide Services as reasonably
requested by the Receiver or Union’s Governing Board (the “Governing Board”).

(iiy ~ While performing the Services for Union, Superintendent
and Administrative Staff shall attend meetings of the Governing Board, and other Union
meetings and functions, as requested by the Receiver or Governing Board.

(ii)  While performing the Services for Union, Superintendent
and Administrative Staff shall serve as agents of Union, provided however, that none
shall have the authority to bind Union to any agreements or contracts not previously
approved by the Receiver and/or Governing Board. Except for liabilities which result
from the gross negligence or willful misconduct of Superintendent or Administrative
Staff, any liabilities arising from the performance of Services by Superintendent or
Administrative Staff on behalf of Union shall be considered liabilities of Union and not
Tolleson.

(iv)  While performing the Services for Union, Superintendent
and Administrative Staff shall, on behalf of Union, participate in such discussions and
negotiations, and sign such documents, necessary for Union to carry out its educational
objectives, provided however, that none shall have the authority to bind Union to any

agreements or contracts not previously approved by the Receiver and/or Governing
Board.

(v)  Nothing in this Agreement shall be construed to require
Superintendent or Administrative Staff to provide any services or engage in any activities
on behalf of Union that would create a conflict of interest or cause a breach of their duties
to Tolleson.

B. Duties and Obligations of Union.

(i) Union shall provide Superintendent and Administrative
Staff appropriate access to documents and records, and shall permit Superintendent and
Administrative Staff to participate in all meetings the Parties agree are necessary for
Tolleson to fulfill its duties and obligations under this Agreement.
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(i)  Union shall provide Superintendent and Administrative
Staff prior adequate notice of all Union meetings and functions at which the attendance of
Superintendent and Administrative Staff may be necessary. Union shall make reasonable
accommodations to coordinate Union duties with the demands placed on Superintendent
and Administrative Staff by Tolleson.

C. Compensation. In exchange for Tolleson’s provision of the
Services, Union shall pay Tolleson a monthly fee of seven thousand five hundred dollars
($7,500), plus indirect costs not to exceed two thousand five hundred dollars ($2,500),
payable on the first day of each month that this Agreement is in effect, except that
payment for the months of July and August, 2007, shall be due and payable upon the
execution of this Agreement. Union shall establish and maintain a budget for the
payment of compensation to Tolleson for Tolleson’s provision of the Services.

D. Student Information. As a part of this Agreement, Superintendent
and Administrative Staff will have access to student educational records as defined by the
Family Educational Rights and Privacy Act of 1974 (“FERPA”). Tolleson understands
that disclosure of such records to an unauthorized person is a violation of law. Tolleson
also acknowledges that disclosure of Union's student’s records to persons other than the
student or authorized representatives of Union requires Union to obtain prior and specific
student authorization. Tolleson understands that a violation of this provision is a material
breach of this Agreement and that Union may terminate the Agreement immediately or
exercise any other contractual or legal remedies.

E. Confidential Information. As a part of this Agreement,
Superintendent and Administrative Staff will have access to information which is
confidential in nature, including information pertaining to Union employees. Tolleson
will not disclose confidential information to any person not preauthorized by Union. For
purposes of this section, confidential information does not include (a) information that is
known to Tolleson on the date of this Agreement, (b) information that is in or enters the
public domain through no fault of Tolleson or its representatives or agents, or (c)
information that is made known to Tolleson on a nonconfidential basis from an
unsolicited source (other than Union) provided Tolleson has no reason to know or believe
that such source obtained the information improperly or is bound by an agreement not to
disclose the information. Tolleson understands that a violation of this provision is a
material breach of this Agreement and that Union may terminate the Agreement
immediately or exercise any other contractual or legal remedies. Tolleson agrees to
indemnify Union from any unauthorized disclosure of confidential information.

4, Cooperative Purchasing and Use of Materials and Services. Pursuant to
AR.S. § 41-2632 and R7-2-1191, when both Parties determine that it is in their best
interests, they will jointly procure services or materials; cooperatively use services and
materials; share facilities; provide to each other the services of each other’s personnel;
and make available to each other informational, technical or other services that may assist

in improving the efficiency or economy of procurement (collectively “Cooperative
Efforts™).
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A, General Cooperative Effort Provisions.

(1) Each Party shall be responsible for its own expenses
incurred in the performance of this Agreement except as otherwise provided in this
Agreement and except as the Parties may specifically agree in addenda to this
Agreement.

(i)  Pursuant to R7-2-1192, payment for materials and services
and inspection and acceptance of materials or services ordered by a Party under this
Agreement shall be the exclusive obligation of that Party.

(iii) Pursuant to A.R.S. § 41-2632 and R7-2-1191, if either
Party makes use of the services of the personnel of the other Party pursuant to this
Agreement, the Party receiving the services shall pay to the Party providing the services
the direct and indirect cost of providing such services.

(iv)  Pursuant to R7-2-1192, the exercise of any rights and
remedies under this Agreement by either Party shall be the exclusive obligation of said

Party.

(v)  Pursuant to R7-2-1192, the failure of one Party to secure
the performance of the other Party in accordance with the terms and conditions of its
purchase order does not necessarily require any other school district to exercise its own
rights or remedies.

B. Specific Cooperative Efforts.

(1) The Parties will cooperate in the use of their transportation
resources. Bach Party shall reimburse the other for the direct and indirect costs
associated with the use of the other Party’s transportation facilities, equipment and
services, including costs of repair. Such costs will be billed on a monthly basis, and
payment shall be due within thirty days.

(i)  The Parties will cooperate in the procurement and use of
their food service materials and resources. Each Party shall be responsible for paying the
cost of any food service items procured for that Party’s use. Each Party shall reimburse
the other for the direct and indirect costs associated with the use of the other Party’s food
service resources. Such costs will be billed on a monthly basis, and payment shall be due
within thirty days.

(iii) ~ The Parties will cooperate in the use of Tolleson’s fuel
pumps. Tolleson will bill Union for its use of fuel from Tolleson’s pumps on a monthly
basis in an amount equal to the per gallon price paid by Tolleson plus 3.5 percent.
Payment shall be due within thirty days of Union’s receipt of Tolleson’s bill.
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(iv}  The Parties will share warehousing and other facilities to
the extent that space is made available and unused by the owner Party. Each Party shall
reimburse the owner Party for any costs associated with the non-owner Party’s use,
including any out-of-pocket expenses that result from the facility use and periodic repair
costs occasioned by the use of the non-owner Party. Each Party agrees either to repair or
pay any damage (other than normal wear and tear) done to the other’s property while
under the control of, and as a direct result of the use of that property by the non-owner
Party, and its employees, agents and invitees.

(v)  The Parties will cooperate in the purchase of textbooks and
other classroom materials. Each Party shall be responsible for paying the cost of the
textbooks and materials procured for that Party’s use.

(vi)  The Parties will cooperate in the use of the services of each
other’s non-Administrative personnel. The Party receiving services shall pay the Party
providing the services the direct and indirect cost of providing such services. Such costs
will be billed on a monthly basis, and payment shall be due within thirty days.

(vii) The Parties will establish and maintain a budget for the
payment or reimbursement of all Cooperative Efforts.

C. Other Cooperative Efforts. The Parties may agree to additional
specific Cooperative Efforts by executing a written addendum to this Agreement that
specifies: (a) the specific cooperative effort and the manner in which the cooperative
effort is to be handled; and (b) the payment and/or financial terms for the cooperative
effort. The terms of this Agreement shall apply to all addenda to this Agreement except
that, in the event of a conflict between the terms of this Agreement and any addendum,
the terms of the addendum shall control. Any addendum to this Agreement may itself be
terminated at will by either Party by giving written notice to the other Party. The
termination of any addendum shall not affect the enforceability of the remainder of this
Agreement.

5. Termination. Either Party may terminate this Agreement by providing
thirty (30) days advance written notice to the other Party. Pursuant to R7-2-1192, either
Party may terminate this Agreement without notice if the other Party fails to comply with
the terms of the Agreement. Upon termination of the Agreement, the Parties will
disengage their cooperative efforts equitably and in such manner as to cause minimal
disruption to the provision of educational services.

6. Conflict of Interest: The Parties acknowledge that this Agreement is
subject to cancellation provisions pursuant to A.R.S. § 38-511, the provisions of which
are incorporated herein and made a part thereof.

7. Non-Appropriations. Either Party may terminate this Agreement provided
that funds are not appropriated by the state legislature or the federal government for the
continuation of the Agreement.

746308.5 8/28/2007



8. Return of All Property. Except as otherwise required by law, upon the
termination of this Agreement, and within ten (10) working days of termination of this
Agreement, Tolleson shall return to Union all documentation, records or other property
belonging to Union, and Union shall return to Tolleson all documentation, records or
other property belonging to Tolleson. If, upon termination, either Party has paid a
portion of the acquisition cost of property held in the name of the other Party, the Party
that does not hold title shall be entitled to reimbursement by the other Party. Such
reimbursement shall be in an amount equal to the then-current value of the asset at the
time of termination multiplied by a fraction, the numerator of which is the portion of the
acquisition cost of the property paid by the Party that does not hold title to the property
and the denominator of which is the total acquisition cost of the property. Upon the
termination of any addendum to this Agreement pursuant to which one Party has paid
part of the acquisition cost of property held in the name of the other Party, reimbursement
shall be made in the manner set forth in this paragraph even if the Agreement itself has
not been terminated.

9. Authority. The undersigned administrators represent that they are fully
authorized by their respective district to execute this Agreement, as evidenced by minutes
of the governing board meeting or other district documentation or policy.

10.  Insurance. The Parties each represent and warrant to the other that it shall
at all times retain insurance coverage in compliance with state laws and shall name the
other Party as an additional insured.

11.  Mutual Indemnification. Each Party (as “Indemnitor”) agrees to
indemnify, defend, and hold harmless the other Party (as “Indemnitee”) from and against
any and all claims, losses, lability, costs or expenses (including reasonable attorney
fees), hereinafter collectively referred to as “claims,” arising out of bodily injury of any
person (including death) or property damage, but only to the extent that such claims
which result in vicarious/derivative liability to the Indemnitee, are caused by the act,
omission, negligence, misconduct, or other fault of the Indemnitor, its officers, officials,
agents, employees, or volunteers,

12.  Compliance with Non-Discrimination Laws. The Parties shall comply
with all provisions of applicable federal, state, and local laws relating to non-
discrimination, equal employment opportunity and the Americans with Disabilities Act.

13. Interpretation.

A. Entire Agreement. This Agreement contains the entire
understanding of the Parties. All prior and contemporaneous agreements, representations
and understandings of the Parties with respect to the subject matter hereof, oral or
written, are superseded by this Agreement. Any amendment or modification of this
Agreement shall be made only in writing and signed by the Parties.
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B. Assignments: Binding Effect. Neither Party may assign, sublet,
mortgage or encumber any right or interest under this Agreement without the prior
written consent of the other Party. Either Party may withhold its consent in its absolute
and sole discretion.

C. No Third-Party Beneficiaries. There are no third-party
beneficiaries to this Agreement.

D. Time is of the Essence. Time is of the essence of this Agreement
and of each covenant, duty and obligation hereunder.

E. Governing Law. This Agreement shall be construed and enforced
under the laws of the State of Arizona without regard to its conflict of law provisions.

F. Captions. The descriptive headings of the sections of this
Agreement are inserted for convenience only and shall not control or affect the meaning
or construction of any of the provisions of this Agreement.

G. Severability. If any provision of this Agreement is determined to
be invalid or unenforceable, the provision shall be modified to the extent necessary to
make it enforceable, or if it cannot be so modified, then severed, and the remaining terms
of this Agreement shall remain in full force and effect, and it is hereby declared the
intention of the parties that they would have executed the Agreement as so modified.

H. No Implied Waivers. No delay in exercising any right or remedy
shall constitute a waiver thereof, and no waiver by a Party of a breach of any provision of
this Agreement shall be construed as a waiver of any prior or succeeding breach of the
same or any other provision of this Agreement.

L. Notice. Any notice required or permitted under the terms of this
Agreement shall be deemed sufficiently given if transmitted by certified mail (postage
prepaid), or by facsimile and/or electronic mail provided that the emitting device
produces a record of the date and time of emission, to:

Union Elementary School District No. 62

3834 S. 91st Ave.

Tolleson, AZ 85353

Phone: ¢p2 239. 280>

Fax:  gp2 2az4. 2510

E-Mail of contact person pAaris Do imon Loenl N . ned
(Name of contact) ___ Rles” & . Dasde
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Tolleson Elementary School District No. 17

9261 W. Van Buren

Tolleson, AZ 85353

Phone: 623-936-9740

Fax: 623-936-9757

E-Mail of contact person: bchristensen@tesd k12.az.us
(Name of contact) Bill Christensen, Superintendent

L Non-Joint Venture. Each Party shall retain complete jurisdiction
over such programs of its own that are outside of this Agreement. Nothing in this
Agreement shall be construed to establish a joint venture.

K. Counterparts. This Agreement may be executed in several
counterparts, each of which will be an original, but all of which together will constitute
one and the same Agreement,

[The remainder of this page intentionally left blank.
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IN WITNESS WHEREOF, the parties hereto have executed this Agreement on
the dates written below:

UNION ELEMENTARY SCHOOL DISTRICT
NO. 62

By: « "
Its: Aerr

REVIEWED AND APPROVED AS TO FORM:

Date: ’l// '1’!/0?

In accordance with A.R.S. § 11-952, this Agreement has been reviewed by the
undersigned who has determined that this Agreement is in appropriate form and within
the powers and authority granted to Union Elementary School District No. 62.

?}/(,‘ 7. ;&/4‘-’ Date: g;’ilf /o7

Blaine Searle, Gust Rosenfeld, PLC
Attorney for Union Elementary School District No. 62

TOLLESON ELEMENTARY SCHOOL
DISTRICT N /
By: "

Its: 5:4/ WLk )z,vij
REVIEWED AND APPROVED AS TO FORM:

Date: ’/’/)/ ‘f o/

In accordance with AR.S. § 11-952, this Agreement has been reviewed by the
undersigned who has determined that this Agreement is in appropriate form and within
the powers and authority granted to Tolleson Elementary School District No. 17.

/Z»/,«WJW pate:___9/12 /07

Susan Cannata, Miller, LaSota & Peters, PLC
Attomey for Tolleson Elementary School District No. 17
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